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In the Record 


How High Should Dividends Be? 


An appraisal of profit records is made by company execu- 
tives in this issue of the Record. One third of the executives 
report that their companies made less last year than in 
1947. Even so, profits were generally good. With mounting 
prices, working capital has had to be constantly increased. 
And for various reasons companies have been putting sub- 
stantial portions to surplus. So much so that some stock- 
holders wonder if they are not somewhat of the forgotten 
man in an era of rising prices. In some cases, of course, divi- 
dends have also increased. See page 50 for a comprehensive 
review of the earnings and dividend policy of 140 companies. 


A Thought for Father 


An incidental reason why the men’s clothing industry is 
beset with “postwar adjustment” problems is that papa usu- 
ally comes last—after mama and the children have all 
been clothed and otherwise pretty much taken care of. If 
there is anything left over for a new suit for papa, then 
the clothier makes a sale. But the industry faces more 
fundamental problems. It has always been a field of small 
enterprises, in both manufacturing and retailing. Economies 
of streamlined production and selling are not a recent de- 
velopment, but are advancing sufficiently to indicate a trend 
toward rather complete integration of the whole process of 
making and selling men’s clothing. Some interesting facts 
and figures on competition in the men’s clothing industry are 
contained in the story starting on page 58. 


Buy My Wheat and Corn? 


One of the most vital factors in American life today is 
the size of the farm crop. On it depends the bountiful- 
ness of wheat for bread, corn for pigs, cotton for clothing, 
and of potatoes and rice for the everyday meal. On it also 
depends the quantity of American farmstuffs available for 
export. Many voices tell the farmer that he can look for- 
ward to fairly good markets for several years to come. Yet 
he and almost everyone else know that the present market is 
artificially pegged by the government—through price sup- 
port programs and ECA export money. As war-devastated 
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countries increase their agricultural output, it is reason- 
able to expect lessened demand for our farmstuffs. As a 
part of this picture, the Department of Agriculture has 
suggested a decrease, for example, in the number of acres 
that should be planted to wheat in the current year. But 
why should farmers heed its suggestion when they know 
that from the same source (the Federal Government) they 
can feel assured of fairly continuing prices and a market for 
their produce? Some of the problems involved in this com- 
plicated situation are presented in the article starting on 
page 63. 


Of Tools and the Worker 


The Record probes into the status of worker pro- 
ductivity to discover that in the past two years it has not 
been so great as could have been expected, both from a 
historical pomt of view and from the money that has 
been spent to improve facilities. As to history, man-hour 
output gained after the First World War about 10% 
in 1920 and again in 1921. Not so after this war. As to 
facilities, about $25 billion has been invested in new fac- 
tories and equipment since the close of World War II. 
Yet over the general scene, productivity seems to be lag- 
ging. Some of the reasons, as well as the difficulties of 
measuring worker output, are discussed in the article start- 
ing on page 53. 

ee 


Who’s Getting the Dough? 


The doctor does not appear to be taking more from the 
public than would be expected on the basis of prewar ex- 
perience, but the hospitals are. So are the lawyers, the 
taxicabs, the buses and the clubs. People are using the 
telephones more than would have been considered normal 
prior to the war, too. Rent is taking a relatively smaller 
slice of the income pie of the consumer, as is also interest on 
personal debt. Contrary to general impression, the garage 
man and the automobile mechanic also seem to be taking 
less of the consumer’s income dollar than might be ex- 
pected. Many of the other services are found to be about 
“in line” in an extended analysis of postwar vs. prewar rela- 
tionships beginning on page 38. 
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What We Spend for Services: Now vs. Then 


OES the average person in the United States 
D now find his doctor bills larger than before the 
war? Are they to be regarded as more burdensome 
when due account is taken of the increase in dispos- 
able income? How about hospital care, the increas- 
ing cost of which is so widely heralded from day to 
day in the public press? Do barber shops and beauty 
parlors take an unaccustomed toll from the public in 
these modern postwar years? The domestic servant 
now so popular with the cartoonist—does she levy 
more heavily upon the pocket book of the public 
than would be expected on the basis of prewar experi- 
ence? Are funerals disproportionately costly now? 
Are religious bodies getting their “normal” share of 
the enlarged personal income of the day? What of the 
other “services” whose cost constitutes a very sub- 
stantial part of consumer expenditures? 


CHANGES LACK UNIFORMITY 


The figures assembled in the accompanying tables 
and displayed in the charts make it clear that no one 
answer can be given for all of these items. Some of 
them are quite in line with prewar standards. Some 
are well below, while still others are clearly above. 
Subject to the reservations set forth in the following 
paragraphs, it may be said that expenditures are about 
what would be expected for brokerage charges and 
interest, physicians, domestic service, barber shops 
and beauty parlors, motion pictures, dentists, launder- 
ing, private education and research, religious bodies, 
steam railways (excluding commutation), life insur- 
ance, funerals and cemeteries. 

Definitely larger outlays than would be expected 
are indicated for social welfare and foreign relief, tele- 
phone service, private hospitals and sanitariums, taxi- 
cabs, legal services, clubs, street railways and buses. 

Lower than appears indicated are expenditures for 
automobile repairing, parking, washing, etc.; cleaning, 
dyeing and pressing; rent; and interest on personal 
debt. 


THE NATURE OF PREWAR RELATIONSHIPS 


The amount of expenditure for any given item “to 
be expected on the basis of prewar experience” does 
not necessarily mean the portion of prewar disposable 
income devoted to this purpose in the late prewar 
years, although in some instances it is not very greatly 
different from it. Per capita expenditures for cleaning, 
dyeing and pressing from 1929 through 1941 average 
close to 0.59% of per capita disposable income. Not 
far from 0.66% of per capita disposable income was 


laid out on the average during that period for auto- 
mobile repair, parking, washing, etc. Expenditures for 
social welfare and foreign relief, dentists, taxicabs, and 
domestic service are other services which appear to 
be related to disposable income in this simple way. 

In a number of other instances, however, expendi- 
tures converted into percentages of disposable income 
varied too widely to provide a dependable basis for 
estimating a customary relationship between the two. 
In many of these instances, however, it was found 
that a definite relationship actually existed between 
the two series. In general, it proved feasible to link 
the two with considerable degree of assurance by fit- 
ting a straight line of relationship in the first thirteen 
cases shown in Table 1 (see charts 1 to 13)1. Some of 
these equations approximate a simple percentage re- 
lationship, while others do not. In only one of these 
cases—private hospitals and sanitariums—is the co- 
efficient of correlation less than .8, and in most of 
them it is much higher than that. In the case of hos- 
pitals, the coefficient is .708, leaving conclusions 

1First group on pages 40-42. 


Table 1: 


Source: Tur ConrerENCE BOARD 


Equations of Trend Lines 


Type of Service Expenditures Trend Line? 
Cleaning, dyeing and pressing.| Y=.005906 X - _.368 


Physiciinss:0, (acnch tro. ke Y=.008596 X+ 1.968 
Automobile repair, parking, 

washing, etcs,.. air setesds Y=.006583 X - 117 
Barber ie and beauty parlor 

SEFVICES: o cc.sten din Peer cies Y=.005337 X+ 975 
Funerals, cemeteries, etc...... Y= .297862 X +141.000 
Legal services. .........000%0. Y=.001981 X+ 2.036 
Motion picture theaters...... Y=.006248 X+ 1.788 
Social welfare and foreign relief] Y=.002742 X+ 327 
Dentists, 3.0. cca nite ores Y=.004872 X-+ .395 
Taxicabs—fares and tips...... Y=.002556 X - .174 
Telephones tic tiesto ne, hate Y=.008258 X+ 2.300 
Domestic service............. Y=.016465 X - 834 
Private hospitals and sanitari- 

WMS, 55:5.0)s wie. sos vets oe E Y=.002705 X+ 1.992 
Street railways and buses..... Y=.005342 X —.080286 T+ 2.600 
Laundering: >.<. dscneis eae Y=.004867 X -.106108T+ .117 
Club dues and payments. .... . Y=.001623 X -.086489 T+  .932 
Expense of handling life insur- 

BUCO io, hast, anita eine Sate Y =.002353 X +.175239 T+ 17.206 
Steam railways (excluding com- 

Mutation) Wir. Meee eh Y= .004649 X -.096244T — .807 
Interest on personal debt... ..| Y=.005888 X +.114471 T+ 1.791 
Religious bodies............. Y= .004447 X -.227655 T+ 3.266 


Brokerage charges and interest! Y=.020115 X -.735257 T — 7.136 
Private education and research] Y= .004925 X —.050252 T+ 2.138 
Tenant-occupied nonfarm 

dwellings—space rent...... Y=.031195 X ~.484681 T +13.392 


1Fitted to data for the years 1929-1941. 
Y =Per capita expenditures for service groups. 
X=Per capita disposable income. 
each case the unit is dollars. 
T=Time (origin at 1935). 
2Expenditures per death. 


February, 1949 


BUSINESS RECORD 39 


Table 2: Per Capita Expenditures for Selected 
Services 
Sources: Department of Commerce; Taz ConFERENCE BoarD 
In Dollars 
Type of Service Expenditures aire? Confidence spy : 
1947 Limits, .95 Value 
Value 
Brokerage charges and interest....| 8.28 | -.11- 16. 1.58 
PREVSICIADS eco 5 aussi of oa a eae le.r oie 12.38 | 11 ‘ 11.50 
Domestic iservice.......2........% 19.01 : 14.69 
Barber shop and beauty parlor 

EECADES ce eMac sss set ua,e Peleiare ot 7.41 ; : 7.99 
Motion picture theaters.......... 9.82 : : 9.58 
TLS So Se Se 6.27 . : 6.30 
BRINACTSI As ac cece cds os,0 7 4.71 ; : 4.42 
Private education and research....| 7.47 E k 7.54 
Religious bodies................. 5.89 : , 6.14 
Steam railways (excluding commu- 

ETPORIM EOE Viale prc seis.c dv bees ot 3.64 : ; 3.87 
Expense of handling life insurance.| 12.14 | 11. : 12.78 
Funerals, cemeteries, ete........ 500.00 |447.00-553.00 |502.00 
Social welfare and foreign relief...]| 3.63 .97- 4. 4.76 
BIEDA ONC cis. cis Gis crue caine «v5.2 6.23 18- 7%. 9.51 
Private hospitals and sanitariums.| 5.25 .Ol- 6. 9.26 
Taxicabs—fares and tips......... 2.91 .18- 38. 4.26 
MEDALS EFVICES. 64-0 eisiris o.0.s,016 <6 2.0,5 4.42 03-4. 5.67 
Club dues and payments......... 1.85 84-2. 2.80 
Street railways and buses......... 8.07 .60- 8. 9.21 
Automobile repair, parking, wash- : 

IB, CLC. oo... e eee eee ceee see] 7.82 | 7.07-— 8. 6.91 
Cleaning, dyeing, and pressing....| 6.75 | 6.28- 7. 5.55 
Tenant-occupied nonfarm dwell- 

RIPE “Space Tent... cece es ese esis 45.17 | 34.33-— 56.00 | 33.83 


Interest on personal debt......... 10.26 | 8.98- 11.54] 5.81 

Explanatory Note: “Computed 1947 value” is the expenditure to be expected in 
1947 according to the prewar relationships expressed in the equations in Table 1. 
Such cted values, naturally, are approximate only since the relationship formulas 
do not fit the data perfectly. The “confidence limits” indicate the degree of precision 
to be attributed to the computed values. In ordinary language, a statement that the 
“normal” value for 1947 falls within the limits indicated wold on the average prove 
incorrect not more than once in twenty cases. 

1Expenditures per death. 


drawn from the trend line somewhat less well but- 
tressed than in some of the other instances. 

In ten of the cases, it was found that no straight 
line fitted the data acceptably. This, of course, is 
another way of saying that the simple equations 
shown in Table 1 for the first thirteen cases were not 
suitable for relating the two series in the last ten. 
Investigation quickly proved that in these instances 
a time trend existed throughout these years which did 
not coincide with the trend in disposable income. A 
second “variable” (time) was accordingly introduced 
in these cases to take into account the divergent 
trends. The result was satisfactory in all of them 
with the possible exception of rent, which does not 
appear to be especially closely related to disposable 
income even after the time trend is eliminated.? (See 
second group of charts on pages 42 and 43.) 

The accompanying charts graphically, and Table 
2 more precisely, present the results of the computa- 


1But in Table 2 the actual results are accompanied by “confidence 
limits,” which are intended to guide the reader in determining just 
how precise the figures are to be regarded in all instances. 

®The technician will, of course, understand that there are certain 
assumptions of linearity in these procedures which are not always fully 
in accord with the facts, perhaps, but it is not believed that the 
validity of the generai conclusions are thereby impaired. 


tions. It will be observed that the services listed in 
the first section of the table show an actual value in 
1947 which is within the “confidence limits” as com- 
puted on the basis of prewar experience, and must, 
accordingly, be regarded as about what was to be ex- 
pected. The second group in each instance exceeds 
these limits, and is, accordingly, to be regarded as 
“out of line” on the up side. The third and last group 
is below the limits and must be set down as not 
reaching the levels to be expected on the basis of pre- 
war experience. 

In all but two of the last ten equations there was a 
downward drift in per capita expenditures from 1929 
through 1941, which is in contrast with a slight up- 
ward trend in per capita disposable income. The cor- 
responding “computed values” in Table 2 naturally 
take into full account these divergent trends. In 
other words, the normal or expected values for 1947 
assume that this prewar trend continues. In some 
instances the actual values are in accord With these 


Table 3: Per Capita Expenditures for Selected 


Services 


Sources: Department of Commerce; THe ConrerENcE Boarp 
Per Cent Deviation from Trend 


Type of Service Expenditure 


Social welfare and foreign relief. . . 6 -13.3 
Private hospitals and sanitariums. |+76. +8.0 -13.4 
Interest on personal debt........ —43. 41.7 -6.9 
Telephones.onrirge ry scorn ne hs +1.3 -1.1 
Tenant-occupied nonfarm dwell- 

Ings—space rent.............. 25.1 0 0} -2.5 
Wepal service shes tsa. elot able doe +28.3 .6 A] -2.4 
Club dues and payments......... +51.4 Sf 0} -2.7 
Private education and research...) +0.9 8 0] -5.5 
Taundermg-- dh. dewde oss tadees 6.2 af. 3] -3.7 
Religious bodies,.........+..-.... +4.2 4 6 | 2.0 
Street railways and buses........ 414.1 Arg 6] -0.7 
Barber shop and beauty parlor 

SELVICES wate + Meiseceiasicee 7.8 mi 4 | -7.4 
Automobile repair, parking, wash- 

ANG) ClO eastige er wees how sls ov -11.6 .2| +8.3 
Funerals, cemeteries, etc.........] +0.4 8 | +3.5 
Cleaning, dyeing, and repairing...| -17.8 9 | 41.4 
Expense of handling life insurance] +4.9 9] 0.8 
PhiySiCiaxis.£,-fattorleiath a an odes «ae 6.7 .O | +1.2 
Dentists £.0/ca4 Sweeties +0.5 .5 | +7.8 
Motion picture theaters.......... +2.8 .6 | -1.8 
Steam railways—excluding com- 

SUCHEION 2 Sate ne ee sc nie ates +6.3 8} +5.5 
Taxicabs—fares and tips......... +46.4 .1 {+16.0 
Domestic service...........+.... 22.7 5 |+19.6 
Brokerage charges and interest. ..| -80.9 vt 


“computed values” | (taking confidence limits into 
account) —which indicates that the prewar downward 
trend continues. This is true of laundering, steam rail- 
ways, religious bodies, brokerage charges, and private 
education and research. In some other instances, the 
actual 1947 values are above the computed values 
after adjustment for the confidence margin. Here the 
data suggest that the prewar downward trend may 
not have carried over. This is true of expenditures 
for street railway and bus service and clubs. In one 
case (rent), the downward trend has apparently con- 
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PER CAPITA CONSUMER EXPENDITURES FOR SELECTED SERVICES vs. PER CAPITA DISPOSABLE 
INCOME, 1929-1947 
In Dollars 


Motion Pictures 


EXPENDITURES 


(00 400 500 600 700 800 900 1,000 1,100 1,200 1,300 
DISPOSABLE INCOME 


Domestic Service 


EXPENDITURES 
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Cleaning, Dyeing, Pressing 


EXPENDITURES 
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Note: For more precise descriptions of indicated services, see tables. 


tinued and even been exceeded, but rent control is 
probably responsible. 

There was a strong upward trend in expenditures 
for life insurance in the prewar years, a fact which 


Legal Services 


EXPENDITURES 


700 80 
DISPOSABLE INCOME 


Taxicab Fares and Tips 


EXPENDITURES 


EXPENDITURES 


300 86400 8=©500 600 


700 800 900 
DISPOSABLE INCOME 
Lines are fitted to data for the years 1929-1941. 

the computations here take fully into account. There 
is every indication that it continues in 1947. Interest 


on personal debt was rising prior to the war faster 
than disposable income. In 1947, it was below the 
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PER CAPITA CONSUMER EXPENDITURES FOR SELECTED SERVICES vs. PER CAPITA DISPOSABLE 
INCOME, 1929-1947 
Tn Dollars 


Automobile Repairs and Servicing 


EXPENDITURES 


4000 §=61J00 1,200 1,300 


EXPENDITURES 


00 =900 
DISPOSABLE INCOME 


Social Welfare and Foreign Relief 


EXPENDITURES 


900 1,000 1,100 1,200 1,300 


700 600 
DISPOSABLE INCOME 


Note: For more precise descriptions of indicated services, see tables. 


computed value, indicating that consumer credit is 
still below prewar relationships. 

Another question deserves consideration although 
a precise answer is difficult. The year 1947 was one 


Dentists 


> 


800 900 1,000 £100 4200 1,300 


700 
DISPOSABLE INCOME 


EXPENDITURES 


800 


700 900 §=1000 861,00 1,200 1,300 
DISPOSABLE INCOME 


Barber Shops and Beauty Parlors 


EXPENDITURES 


2 
300 8=©400 500 600 700 800 900 1,000 1,100 1,200 1,300 
DISPOSABLE INCOME 


Lines are fitted to data for the years 1929-1941. 


of unusually large disposable income. It may well 
prove to have been at or near the top of a business 
cycle. Are the relationships set forth in Table 2 to be 
regarded as a postwar normal or are they to be set 
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PER CAPITA CONSUMER EXPENDITURES FOR SELECTED SERVICES vs. PER CAPITA DISPOSABLE 
INCOME, 1929-1947 
Tn dollars 


Telephone Service 


The second group of cases (below) are basically 
different from those in the first. Each is designed 
to show postwar expenditures for certain important 
services compared with what would be expected when 
changes in population and disposable income are 
taken into consideration. The first group are “‘scatter 
charts.”’ That is they consist essentially of (1) a set of 
points representing on one axis per capita disposable 
income and on the other outlays for specified ser- 
vices; and (2) a “‘line of relationship”? showing the 
general trend of the points. By comparing any 
point with the corresponding point on the line, it 
is possible to tell whether itis ‘in line” or not. 

The two lines in the charts below show actual 
expenditures and expenditures to be expected on the 


basis of the more complex relationships shown in 
Table 2. 


EXPENDITURES 


DISPOSABLE INCOME 
Note: For more” precisedescriptions of indicated services, see tables. Lines are fitted to data for the years 1929-1941. 


PER CAPITA CONSUMER EXPENDITURES FOR SELECTED SERVICES, 1929-1947! 


Tn dollars 


Clubs Private Education and Research 


1For more precise descriptions of indicated services and meaning of technical terms, see tables and appended f 
d ated s r ; ootnotes. Computed values 
are based on relationships between per capita disposable income and per capita consumer expenditures Sues the years 1929-1941, 
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PER CAPITA CONSUMER EXPENDITURES FOR SELECTED SERVICES, 1929-1947! 
In dollars 


Interest on Personal Debt Brokerage Charges and Interest 


3 0 
1929 id 3 49 1929ita ol eeosmett aos eco se c30 a CAT 43> 450 «AT eas 


Life Insurance Dollars 


SSERERE “3 


COMPUTED,4 


¥2 


. , , , » 1, , ’, 4 hae 
a a Po a a a a 


1For more precise descriptions of indicated services and meaning of technical terms, see tables and appended footnotes. Computed values 
are based on relationships between per capita disposable income and per capita consumer expenditures during the years 1929-1941. 


down as typical merely of a postwar boom year? An appeared in the relationships between expenditures 
answer to this question would be much easier to for these various services and disposable income. Such, 
formulate if in the prewar years a cyclical pattern had however, does not appear to be the case. Table 3 re- 
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lates expenditures for each of the selected services to 
their trend in the boom years 1929 and 1941, and in 
the depression year 1934. It then compares the figures 
for 1947. In 1929, nine of the series were above the 
trend line; in 1941, only five were above it. Again, 
in 1934, five were above the line. Remarkably enough, 
those which were above in 1929 are identical with 
those which were above in 1934. The five which were 
above in 1941 are without exception ones which were 
below both in 1929 and 1934. In 1947, fifteen of the 
series were above, seven of them significantly so as 


determined by the confidence limits in Table 2. It is 
difficult to detect any similarity between these post- 
war relationships and those exhibited in either depres- 
sion or boom years before the war. One must there- 
fore conclude either that these relationships are basic- 
ally noncyclical in character or else that the technical 
methodology employed is not suitable for disclosing it. 


FREDERICK W. JONES 
Anita R. Kopretson 
Division of Business Economics 


Earnings, Hours and Employment Trends 


OVEMBER was marked by a significant drop 

in the number of workers employed in manufac- 

turing plants. It was the second consecutive monthly 

decline in the fourth quarter of 1948 and brought the 

Bureau of Labor Statistics index to a point almost 2% 
below the postwar peak of September, 1948. 

The soft goods industries were most seriously af- 
fected by this downward change from mid-October to 
mid-November. The food industry group reported 
6.7% fewer workers, largely because of a seasonal lull. 
The leather products and apparel industries showed 
declines of 3.5% and 1.3%, respectively, with growing 
inventories and lagging sales in recent months blamed 
for the layoffs. The only noteworthy increase in the 
group occurred among petroleum workers. The em- 
ployment index for the industry as a whole rose 3.5%, 
reflecting strike settlements in California refineries. 

Layoffs in manufacturing industries rose from 12 
per 1,000 workers in October to 14 per 1,000 in Novem- 
ber, according to the Bureau of Labor Statistics. Its 
report on labor turnover says that “a drop in quits, 


which is usual during the pre-Christmas period when 
workers are reluctant to change jobs, was large 
enough to offset the increased layoffs. As a result, 
the total separation rate dropped from 45 to 41 per 
1,000, a level somewhat below the rates of the pre- 
ceding ten months. Hiring rates in manufacturing 
industries likewise declined in November, from 45 to 
39 per 1,000 workers, the lowest for any November 
since 1941.” 


EARNINGS AND HOURS 


Hourly earnings averaged $1.371 in November— 
a new peak level for the thirty-second consecutive 
month. Premium payments for holiday work are 
partly responsible for the 0.4% rise that occurred, 
since working hours and, therefore, regular overtime 
payments declined. The work week dropped from 
839.9 hours in October to 39.7 in November, the low- 
est all-manufacturing average since July, 1946. 


ExvizasetH M. Caseut 
Statistical Division 


EARNINGS, HOURS, EMPLOYMENT, PAY ROLLS, PRODUCTION WORKERS, MANUFACTURING INDUSTRIES 
Source: Bureau of Labor Statistics 


All Manufacturing Industries 


Date 


pPreliminary estimate, 


Durable Goods Nondurable Goods 


$1. $54.86 40.7 LS $47. 56 40.1 
1.354 56.48 41.7 1.196 48.72 40.8 
1.355 55.46 40.9 1.210 48.45 40.0 
1.352 54.77 40.5 1.217 48.56 39.9 
1.352 55.25 40.9 1.220 48 .66 39.9 
1.357 54.96 40.5 1.220 48.33 39.6 
1.366 54.81 40.1 1,230 48.65 39.6 
1.385 56.13 40.5 1.242 49.37 39.8 
1.407 56.21 40.0 1.252 49.49 39.5 
1.431 58.19 40.7 1.262 49.79 39.5 
1.4487] 57.95r 40.0 1.272 50 .37r' 39.6 
1.451 59.20r 40.8 1.272 49.68 $9.1 
1.452 58.53 40.3 1.282 50.17 39.1 
1.459 59.32 40.7 1.288 50. 42 39.1 
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Report on Britain’s Health Service 


N JULY 5, 1948, the National Health Service 

Act became effective in Great Britain. It pro- 
vides free medical, dental, and nursing care for all 
who want to use it. The actual costs of the plan 
during the first five months of operation have been 
far greater than was expected. Doctors have been 
paid less than was anticipated, while expenditures for 
drugs have roughly matched the estimates. The in- 
creased outlays are going to dentists, opticians and 
hospitals. 

The actual amounts that were spent from public 
funds from July 5, 1948, to November 30, 1948, and 
the original estimates for the period July 5, 1948, to 
March 31, 1949, are shown in the table. In addition, 
the sums expended have been adjusted to represent 
the entire nine-month period. These figures relate to 
only the five main branches of the national health 
service. It was estimated that total costs would be 
£180 million, but it appears now that they will be 
over £225 million, an excess of more than £1 million 
a week.! 

The national health service is paid for chiefly out 
of general taxation. A small portion of the funds 
comes from social insurance contributions. 


GRADUAL ADOPTION 


There has been some form of national health serv- 
ice in Great Britain since 1911. Under the national 
health insurance machinery, about half the popula- 
tion in 1939 was entitled to free medical treatment. 
The National Health Service Act of 1946, therefore, 
did not break entirely new ground, but consolidated 
and expanded a service already in operation. The 
coverage of the new service is more comprehensive— 
it is open to all, insured or not, on equal terms—and 
the range of services provided is wider. 

The Ministry of Health is the central department 
responsible for general administration. The family 
doctor service, however, is the main part of the 
system. It is controlled by local executive councils 
and the regional hospital boards? are in charge of the 
hospital service. The local authorities are still re- 
sponsible for supplementary services such as mid- 
wifery and child welfare. 

There is no compulsion on either the citizen or 
the doctor or dentist to participate in the health 
service. Persons wishing to make use of the service 
may do so simply by choosing a doctor from lists 
drawn up by local executive councils and posted in 


The New Statesman and Nation, January 1, 1949, p. 3. 
*Teaching hospitals are administered by boards of governors. 


local libraries and post offices. A doctor has the right 
to refuse to accept a patient. Patients may change 
doctors and doctors may have patients’ names re- 
moved from their lists. When the final count is taken 
it may be found that between 90% and 95% of the 
English people have enrolled in the national health 
plan. The patients remaining outside the service are 
mostly the rich and the elderly. 


MOST DOCTORS SIGN UP 


Prior to the effective date of the national health 
service, the British Medical Association waged a pro- 
longed dispute with the Minister of Health. The 
medical profession was dissatisfied with certain of the 
aspects; namely, methods of pay, restriction of areas 
for practice and freedom of expression. These ques- 
tions were ironed out and a plebiscite among the 
members of the BMA on May 5, 1948, showed that 
enough doctors were prepared to participate in the 
scheme to make it workable. By the beginning of this 
year upwards of 97% of the 21,000 general practition- 
ers in England and Wales were participating. 

Doctors who were already in practice when the 
act came into force were given a choice of two meth- 
ods of payment—either an annual fee per patient or 
a basic salary of £300 plus a smaller capitation fee. 
Doctors entering practice after July 5, 1948, have to 
accept the latter method of payment for the first 
three years and then may have their choice. The 
basic salary arrangement slightly favors doctors with 
small practices; the strict capitation fee, doctors with 
large practices. 

The capitation fee is not a specific sum but varies 
from area to area. It is paid out of a central pool into 
which has been placed 18s. times 95% of the popula- 
tion. However, a somewhat smaller capitation fee 
will actually be distributed as certain other charges 
on the pool must first be met. The doctor’s in- 
come may be supplemented by mileage payments in 
rural areas, inducement payments in underdoctored 
sections, and various other special fees; 7.e., for sup- 
plying and dispensing drugs, for maternity cases, and 
clinical duties. 

Doctors in most sections of England and Wales feel 
that they are being underpaid. On the basis of their 
first quarterly checks, they believe that their average 
annual earnings will be reduced by about a third. At 
the same time the amount of work and responsibility 
has increased. The doctors generally are calling for 


1The original cost estimates were calculated on the assumption 
that 17,900 doctors would be working under the plan. 
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either a higher flat capitation fee (at least £1) or a 
sliding scale of fees to encourage small practices.’ 

Other difficulties which doctors hope soon to see 
overcome by the provision of health centers is the 
crowding of their waiting rooms and the excessive 
time consumed in their surgeries. The National 
Health Service Act authorizes these centers to be set 
up as soon as possible and equipped at public expense 
with everything normally needed for a health service, 
short of specialist equipment. A doctor in the scheme 
may use the health center instead of, or in addition 
to, his private surgery. 


DENTISTS FORSAKE CLINICS 


When the national health service was initiated it 
was apparent that the dental personnel available 
would be inadequate for existing need. Priority rat- 
ings for care of expectant mothers, children and ado- 
lescents were thus provided. 

Organized dentistry has never let down its opposi- 
tion to the national health scheme, but individual 
dentists have enlisted nevertheless? and have found 
work under the plan very rewarding financially. Ironi- 
cally, the lure of high incomes in personal practice 
under the scheme has threatened to wreck clinic den- 
tistry which exists to serve the groups now given 
priority status. The monetary reward for public den- 
tal service was never sufficient to attract enough men 
and women to enter it as their life’s work; scales are 
now so disproportionate that dental officers are for- 
saking clinic work to set up offices of their own. 

Dentists are paid on the basis of fees for service. 
The schedule of fees assumes a 33-hour chairside 
week, forty-six weeks of the year, for which the den- 
tist would gross £3,800. By putting in considerably 
more time at the chair, many dentists have been able 
to run their earnings up to £7,000-£8,000 and a few to 
over £12,000.3 These high earnings and the excess of 
actual over estimated costs for dentistry* have caused 
the Minister of Health to issue a ruling whereby in 
1949 dentists’ earnings above £4,800 would be reduced 
by one half. He plans, in addition, to have the sched- 
ule of fees investigated. 


BOOM IN EYEGLASSES 


In November, demand for spectacles was running 
at an annual rate of 7.8 million pairs, as against the 
4 million to 5 million pairs produced annually before 
the introduction of the national health service. The 
present acute demand results from a combination of 
the many persons who needed glasses before and 

1The Lancet, November 20, 1948, p. 824. 

*By December, 1948, 9,800 of the 12,500 dentists practicing on their 
own in England, Scotland and Wales had entered the new service. 

*The Lancet, December 18, 1948, p. 985. 

‘British Dental Journal estimated that in November the cost of the 
dental service was running at the rate of about £28 million a year. 

5The Lancet, November 6, 1948, p. 739. 


Cost of Five Branches of the National Health 
Service in England and Wales! 
Source: The Economist 


Thousands of Pounds Sterling 


Original 


Amount Spent Estimate 


Type of Service ye oe 
July 5, 1948- | July 5, aot eel 5, 1948- 
November 30, March 8 ti arch ade 


1948 10408 


Hospitals 33.0. «ta .c0s eee 58,000 104,400 107,196 
General medical services. ....... 7,983a 27,5006 
Pharmaceutical services........ 5,439 11,450 
Dental services. ic icccs sk onl 5,542 7,150 
Ophthalmic services........... 4,048 2,080 


1Excludes amount spent by local health authorities on their services. 

Estimated on assumption that average rate of spending during first five months 
will represent rate for entire period. These are probably minimum estimates as 
(a) the rate of spending on certain services (dental and cpbthalmic) has increased 
sche: Arse to month, and (b) the peak season for sickness has still to come. 

Represents the payment for the first three months. 

Ca culated on assumption that fewer doctors than did wou!d join the service. 
never had them made, and the many persons who 
seek a retest. Supplies are short and people often 
have to wait a few months for their orders to be filled. 

The considerable red tape involved does not seem 
to have discouraged the British citizen. However, it 
has been a cause of complaint from the general prac- 
titioner who considers a “pointless farce” the form 
he must fill out recommending an eye examination for 
each of his patients who wishes eyeglasses. The doc- 
tor also ruefully compares the capitation fee he gets 
for a year’s services with the £1 11s. 6d. the ophthal- 
mic medical practitioner receives for a single test of 
vision. 

PHARMACISTS KEPT BUSY 


Britain’s 17,000 pharmacists are now hard pressed 
to distribute 100% more prescriptions than a year 
ago. The increase is partly owing to the act’s provi- 
sion for medicines without charge and partly because 
most doctors’ dispensaries have been closed. The 
cost of each prescription is now about 50% higher 
than it was under the national health insurance, 
but a large proportion of the increase is owing to 
higher dispensing fees. In addition, the quantities 
ordered are commonly larger as busy doctors wish 
to postpone the day of revisit. Proprietary medicines 
now number 7% to 10% of all items ordered instead 
of the former 5%.1 

Initial supply difficulties have been overcome but 
shortages of personnel and delays in payment under 
the national health service are problems still to be 
resolved. It will be at least a year before the effect of 
the act on pharmaceutical earnings can be gauged. 
A reduction of 50% in more profitable private pre- 
scriptions must be set against the gain in total pre- 
scriptions. 

HOSPITAL COSTS UP 


Hospitals represent the heaviest drain on resources 
—well over half the total cost of the health service. 
1The Lancet, December 4, 1948, p. 903. 
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Expenditures for the first five months do not appear 
to be unduly high and if spending should continue at 
that rate the cost for the nine months would be just 
under the estimate. However, one British journal 
states that the hospitals have cooperated so ener- 
getically that their activity will account for at least 
60% of the excess of actual over estimated costs.1 

It is not so much the present cost of the hospital 
service that causes anxiety but the steadily increas- 
ing cost as plans for expansion are realized. The re- 
gional hospital boards estimate that for the year 
1949-1950 their gross expenditures for hospitals (ex- 
cluding teaching hospitals) will total £157.7 million, 


iThe New Statesman and Nation, op. cit. 


Business 


IGNS of readjustment increased as January drew 

to a close. Softening prices at various points and 

an improved supply situation in housing, passenger 

cars, electric power, pig iron and finished steel lent 

confirmation to the trend. Business borrowing was 

virtually static during the month, and contract 

awards let for new residential building were signifi- 
cantly below last year. 

Retailers are finding that extensive promotional 
efforts and good values are needed to attract consum- 
ers. Appliance dealers and at least one passenger car 
manufacturer have been urging some relaxation of 
consumer credit regulations to stimulate demand. On 
the brighter side, declining living costs strengthen the 
conviction that wage increases with consequent boosts 
in prices may not be as widespread this year as in 
other postwar years. 

A contraction in the rate of gain in electric power 
production is another indication that expansion in 
business activity is not so vigorous as a year earlier. 


Table 1: Electric Output by Geographic Region 


Source: Edison Electric Institute 


Percentage Change from Year Earlier 


Major Divisions 


January 22, | January 15,| January 8, 
1949 1949 1949 


New England............... +9.6 
Mid-Atlantic................ +11.9 
Central Industrial........... +12.6 
et RSOntTA Seti ss ectee +16.0 
DEENOARE. Soko) sii ek 
South Central............... her 
Rocky Mountain............ +28.7 
Peoie Congte., 15.6 ike as aes +15.3 
rt et Bes eee ae egies +14.3 


Weeks Ended 


January 1, | October 23, | August 28,| July 24, 
1949 1948 1948 1948 


as compared with an annual rate of £129.4 million this 
year. 

Although the national health service is still in 
its infancy, it is apparent that it will prove extreme- 
ly expensive. The London Economist points out that 
of all the social services of the modern state, a health 
service is likely to prove the costliest, but that the 
treatment of sickness has a popular appeal that is 
difficult to resist. Statistics on the effect of the new 
service on absenteeism in industry and on produc- 
tive capacity are being awaited with interest. 


Miriam Civic 
Division of Business Economics 


Highlights 


Electric power production ran better than 10% above 
a year earlier during the summer and fall of 1948. 
This year, however, power production started off dur- 
ing the first week with only an 8.8% gain over a year 
earlier. The gain narrowed to 6.6% during the second 
week and in the third week narrowed to 6.1%. 

New England is a case where power production is 
running behind 1948, although the contraction re- 
mains relatively small. During the week ended Janu- 
ary 8, it was down 1.6% as compared with the year 
earlier. It declined to 1.9% the following week and 
it has subsequently held at approximately 1.8% below 
a year ago. 

Industry in New England appears to have felt the 
transition to buyers’ markets more than most other 
areas. Practically all textiles, shoes and most paper 
products, with the exception of newsprint, are being 
marketed under really competitive conditions. These 
industries have been forced to control their operations 
to conform with lessening demand. Some textile mills 
have cut operations to four 
days a week, and work in 
foundries is also slowing 
down. (See Table 1.) 

Unemployment is in- 
creasing but there does not 
appear to be any accelera- 
tion in the number of new 
unemployment benefit 


+7.1 +6.2 | +6.8 : ; : 
+8.2 bigs gee oe 2 eo of ihe in 
¥12.2 | +H. continued claims during 
(41 ee (cas 20 ae the week ended January 15 
: ; ‘ boosted the total to 1,568,- 
re ee Ri 586. This marks the sev- 
+11.6 | +10.9 | 412.9 enth consecutive week these 


claims have increased. 
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The number of new claims, however, declined. Dur- 
ing the week ended January 15, initial claims totaled 
376,353, a decline of 38,696 from the week earlier but 
still 66.6% greater than a year ago. 

Layoffs in construction and other activities affected 
by the weather dominate the unemployment picture, 
with postholiday layoffs in retail trade and those for 
inventory purposes second in importance. New lay- 
offs and continued unemployment through mid-Janu- 
ary in the textile and apparel industries were reported 
to the Federal Security Agency from the following 
states: Connecticut, Maine, Tennessee and Pennsyl- 
vania. In Pennsylvania, there was a decline of some 
4,400 in initial claims in that state. Layoffs in Con- 
necticut affected the hardware and metal products 
industries, primarily because of slackening demand. 
In New York, a decline of 12,600 in initial claims 
reflected a reduction from the large number of claims 
received a week earlier as a result of layoffs in con- 
struction, the needle trades and in retail trade. 


DEPARTMENT STORE SALES 

Aggressive promotional efforts in early January 
continued to sustain the dollar volume of department 
store sales somewhat above a year earlier. Sales for 
the four weeks ended January 22 were 4% above a 
year ago. Inclement weather tended to retard sales in 
the Chicago, Minneapolis and Kansas City areas. 
Even making allowance for this, there was a decided 
narrowing in the rate of gain in sales over a year ago 
for the country as a whole. This may indicate that 
consumer buying slackens whenever merchants ease 
up on clearances and promotions. For example, in 
the week ending January 8, sales for the country as a 
whole were 8% above a year ago. The following week 
the gain narrowed to 5% and in the week ended Janu- 
ary 22 it was only 2%. (See Table 2.) An 18% rise 
over a year ago in department stores in the Fifth 
Federal Reserve District 
during the week ended 
January 22 reflected boom- 
ing trade in Washington 
department stores during 
inauguration week.! Sales 
jumped 22% above a year 
ago in that city as com- 
pared with an 18% gain 


Federal Reserve 
District 


for the district. Bostenee eee 
: : New Work:cesnwiee 
Freight carloadings have Phisdephin cae 
been running behind year- (Cleveland... 


earlier volumes for some Richmond........ 
time now, but the gap has 
widened markedly over St. Louis......... 
recent months. For exam- Minneapolis...... 
ple, cars loaded during the One na eee 
week ended January 15 to- San Francisco..... 


1Reserve Bank City, Richmond, Dotel. cincameea 
Virginia. 


One Week Ending 


February, 1949 


taled 733,272, which was 9.3% below a year earlier. In 
November, a month when strikes did not particularly 
interfere with traffic, loadings were down only 5.8% 
from a year earlier. 

Declines in carloadings are most noticeable in coal, 
l.c.l. merchandise, and miscellaneous freight. Not as 
much coal is being shipped abroad and mild weather 
in the East has reduced domestic demand. Industrial 
users had earlier built up large coal stock piles. These 
sales factors are reflected in the amount of coal mined 
this year—which was 20% less through January 22 
than in the same 1948 period. 

Heavier shipments via inland waterways and by 
trucks largely account for the decline in carloadings 
of the other categories mentioned. Carloadings of both 
l.c.l. and miscellaneous merchandise were running last 
November about 6% behind a year earlier. By mid- 
January, 1949, they were lagging 9% behind a year 
ago. 

In contrast, the American Trucking Association re- 
ports that truck shipments in December had risen 
5.6% above a year earlier and that the total for 1948 
was 11.7% greater than 1947. 

The rise in freight rates has been a factor in divert- 
ing shipments from railroads as has the f.o.b. mill- 
pricing policy of the steel industry. Trucks carried 
38.8% more iron and steel in November, 1948, than 
in November, 1947. Another reason for this increase 
may be the endeavor of businessmen to keep inven- 
tories at conservative levels. With less advance notice 
being given, the smaller quantities tend to be trucked 
to their destination. Such a short-order policy simi- 
larly benefited the trucking operators during the de- 
pression years. 


PRICES CONTINUE TO SOFTEN 
Declining wholesale and retail prices continue to 
undermine the argument for fourth-round wage in- 


Table 2: Weekly Department Store Sales 
Source: Board of Governors of the Federal Reserve System 


Percentage Change from Corresponding Period a Year Earlier (Value) 


Four Weeks Ending 


aNot shown separately but included in United States total. 
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Table 3: Weekly Wholesale Price Index 
Source: Bureau of Labor Statistics 
(1926 =100) 
Week Ended 


Commodity Class 


January 25,|January 18,|January 11,] December |Jan 
1949 


1949 1949 28, 1948 


All commodities........... 158.8] 159.3 | 160.5 | 162.2 
Farm products........... 167.9 170.1 174.3 179.2 
BOOS ees ere acs: sna thie oe ake 159.2 161.9 164.4 169.6 

All commodities other than 

farm and foods......... 153.6 153.0 152.9 152.5 
Textile products.......... 143.6 144.2 144.3 145.1 
Fuel and lighting materials} 138.0 | 137.1 | 137.1 | 187.5 
Metals and metal products} 177.9 | 175.3 | 175.3 | 173.7 
Building materials........] 200.8 | 201.8 | 200.9 | 200.1 
other! 250025 «eure a's 133.5 133.6 133.5 133.0 


Includes hides and leather products, chemicals and allied products, housefurnishing goods, and miscellaneous commodities. 


creases. The monthly wholesale price index of about 
900 commodities declined for the fourth consecutive 
month in December, 1948, to 162.2 (Bureau of Labor 
Statistics, 1926—100)—1% below November and 
4.3% below the all-time peak reached in August, 
1948. 

Average primary market prices have been lower 
than the preceding week for five consecutive weeks 
through January 25, according to the weekly whole- 
sale price index. As compared with a year earlier. 
wholesale prices were 3.5% below the comparable 
1948 date, and 2.1% below December 28, 1948 (or 
four weeks earlier). (See Table 3.) 

During the week ended January 25, sizable declines 
occurred in the daily spot market prices for corn, 
steel scrap, steers, tallow, butter, and cocoa beans. 
During January, barley, corn and tallow all sold for 
less than the prices prevailing in June, 1946, or prior 
to the initial decontrol of prices. Hogs and steer prices 
fluctuated around $21 and $24 a hundredweight re- 
spectively, thereby approximating the lowest levels 
since final decontrol of prices in November, 1946. 


Business 


A Survey of Contemporary Economics—Designed to give 
economists, qualified laymen, and graduate accountants 
an intelligible account of the status of the main fields of 
economic lore. Edited by Howard S. Ellis, The Blakiston 
Company, Philadelphia, 1948. Price $4.75. 


The Truman Program—A collection of the addresses and 
messages made during the last two years by the President 
of the United States. Edited by M. B. Schnapper, Public 
Affairs Press, Washington, D. C., 1948. Price $2.95. 


Major Problems of United States Foreign Policy, 
1948-49—A topical review of foreign policy problems of 
the United States with selected references following each 
topic. Prepared by the International Studies Group, The 


pet anuary 18,] December |January 27, 
1 


CORIDE wWwE 


Moving even closer to 
the consumer buying level, 
the Dun & Bradstreet 
wholesale price index for 
thirty-one foods in general 
use was $5.91 on January 
25. This composite price is 
$1.45, or 19.7%, under the 


Percentage Changes to 
January 25, 1949 from: 


1949 28, 1948 1948 


-3] 2.1] -3.5 ; ¢ : 
1.3] -6.3] -14.5 high reached in mid-July 
17) 61] -9.6 — Jast year. This was the low- 
+.4 +.7| 48.5 est point since the demise 
ae rae roe of OPA controls in 1946. 
41.5 | 49/4 | 4151 Some retail prices have 
~.5 +.3] +4.8 also been slipping. The 
-.1 +.4| 4.6 


consumers’ price index de- 
clined in December to 162.1 
(NICB, January, 1939=100), a drop of 0.6% from 
a month earlier and 2.2% below the high reached in 
August, 1948. Prices of foods declined the sharpest 
and easier prices were evidenced in clothing, house- 
furnishings and fuel. 


MAY AFFECT WAGE INCREASES 

Softening prices, declining living costs and the rise 
in unemployment are having their effect in the field of 
labor relations. The Amalgamated Clothing Workers 
Union abandoned, or at least deferred, plans to seek 
another round of wage increases, and recently an 
arbitrator rejected a bid for another wage increase 
by textile mill workers in New England. This arbi- 
trator asserted that the risk of higher wages precipi- 
tating unemployment was so great that it overshad- 
owed consideration of any higher living standards 
which could possibly be derived from a wage increase. 

Some observers believe that this decision will have 
considerable effect upon the fourth-round wage drive 


this year. Wuu1am B. Harper 


Division of Business Economics 


Book Shelf 


Brookings Institution, Washington, D. C., 1948. Price: 


Paper bound $1.50, cloth bound $3.00. 


The Management of the Public Debt—Address delivered 
by Winthrop W. Aldrich before joint meeting of American 
Finance Association and the American Economic Association, 
December 28, 1948. 


Housing and Employment—After examining housing 
needs, costs, supply and demand and the role of housing 
in an employment program, the ILO sets forth the general 
principles which should be embodied in a government 
housing program. Studies and Reports, New Series, No. 8, 
International Labor Office, Geneva, 1948. 75 cents. 
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Survey of Business Practices: 


February, 1949 


Significance of Today’s Profits 


WO THIRDS of the 140 top executives reporting 

to THe Conrerence Boarp show corporate earn- 
ings, after taxes, to be higher than in 1947 or at about 
the same level. 

Most executives, however, are quick to qualify their 
reports on earnings by remarking that the profits are 
generally misleading in view of the reduced purchas- 
ing power of the dollar. A metal manufacturer sums 
up his views as follows: “Dollar profits are consider- 
ably higher than in any prior period. In terms of real 
income, however, they are considerably lower and, 
as a matter of fact, are overstated to the extent of 
insufficient tax depreciation and to the extent that a 
portion is inventory profit of a nonrecurring nature, 
subject, possibly, to some loss in the event of a gen- 
eral price decline.” 

A few cooperators note that higher earnings were 
made possible through increased sales volume so that 
profits represented a smaller share of the 1948 sales 
dollar. 


SOME DARK SPOTS 


The other third of the executives report that earn- 
ings ran lower than for 1947. The decline was felt by 
many producers of textiles, leather and apparel. Paper 
and food concerns also report reduced profits, al- 
though to a lesser extent. 

Some executives in these industries attribute last 
year’s drop in profits to a return of a buyers’ market. 
Particularly in those companies producing consumer 
goods was there a definite weakening in demand. 

Higher raw material and labor costs also contribu- 
ted to the step-down from higher earnings. Because 
of the buyers’ market which had manifested itself in 
price resistance, it was not possible to pass all the 
increased costs on to the consumer. Increases in these 
costs were sufficiently sharp in some instances to more 
than offset sales gains over 1947. One producer whose 
earnings were lower reported breaking all peace- 
time sales records. 


EARNINGS OUTLOOK 


Executives continue to be predominantly pessi- 
mistic about 1949 prospects, although there are iso- 
lated cases of extreme optimism. 

The general contention is that near-future earnings 
will depend to a large extent on the decision of Con- 
gress in regard to corporate tax laws. The majority 
believe that there will be a slight decline in profits in 


1949, although some of them feel that a moderate 
reduction in sales will not have any drastic effect. 
Costs are expected to continue upward, especially if 
labor seeks a fourth round of wage increases. Most 
see little or no hope that raw material costs will be 
reduced and express concern over the influence that 
a buyers’ market can exert on current selling prices. 
According to some cooperators, this combination of 
factors can easily result in a “real squeeze.” 

There are exceptions, of course, to this general situ- 
ation. Strong demand continues in some basic indus- 
tries where backlogs are still large. Steel producers 
report that supply still falls short of demand. 

Uncertainty as to the economic outlook for the 
year has somewhat influenced expansion plans. Cer- 
tain industries are delaying plant expansion in view 
of high costs. Others report no plans for expansion 
at the present time—some being influenced by a 
lowering of demand for their products. 


ILLUSORY PROFITS 


The high level of profits reported for 1948 has at- 
tracted wide attention. It was the subject, in fact, of 
hearings, held in December, 1948, before the Subcom- 
mittee on Profits of the Joint Congressional Com- 
mittee on the Economic Report. Presided over by 
Senator Flanders (therefore known as the Flanders 
Committee), testimony was heard from representa- 
tives of industry and labor as well as accountants and 
economists. 

Discussion centered around such questions as: Are 
profits too high? If profits are too high, what ought 
to be done about them? What is the relationship 
between high profits and prices and how are these 
profits distributed? It is expected that the informa- 
tion gleaned from the hearings will influence Con- 
gress in formulating policies on prices, wages, and 
taxes. 

Many cooperators contributing to this month’s 
survey were able to discuss profits in terms of cur- 
rent purchasing power. In doing so, a number of them 
referred to testimony given at the Flanders Com- 
mittee hearings, which substantiated their own ex- 
perience. They point out, in most instances, that 
while current earnings seem satisfactory, the profit 
figures could not be taken by themselves. Instead, 
they had meaning only when they were measured in 
terms of present dollar values. Any comparisons of 
profits to those of prior periods, they explain, must 
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be made by relating the purchasing power of the dol- 
lar in both periods. This thought was also brought 
out by Eugene Holman, president, Standard Oil Com- 
pany (New Jersey), who said in testifying before 
the subcommittee that “merely to say that our profit 
is three times that of 1940 has no more meaning than 
saying to a fisherman: ‘You caught 100 fish in 1940 
and 300 fish this year so you are three times better 
off. One question to be asked is: ‘What size fish 
were they?’ Inflation has shrunk our fish—the 
dollar.” 

The question of depreciation looms large. Almost 
all concerns are faced with this problem at the present 
time. One executive is most specific in discussing his 
company’s problem: “A brick kiln of the sort that we 
built for $9,700 in 1913 and for $26,000 in 1928, 
now costs $45,000. The capacity of the kiln remains 
the same and the life of the kiln, which is fifteen years, 
is the same. You will therefore readily understand 
that the depreciation of this one kiln is now five times 
as great as it was on the kiln built in 1913.” 


DEPRECIATION PROBLEMS 


While charges to profits for depreciation are based 
on original cost, new plant and equipment must be 
acquired at prevailing high prices. Cooperators report 
meeting this problem by plowing back enough earn- 
ings to cover present-day purchases. Some executives 
note that delaying the purchase of new equipment 
in the hope of lower prices is no solution since much 
of their equipment is worn out and obsolete. 

Executives point out that profits should provide 
the necessary incentive for attracting new capital. 
While some measure this return in stated percentages, 
most of them express a preference for “a low margin 
on a large volume.” It is also agreed that industry 
should always be in a position to make the necessary 
replacements and maintain its plant intact during 
periods of high prices such as we are now experienc- 
ing. Most of the factors discussed in developing a 
profit policy are embodied in the following statement: 
“Tt would seem that we should keep uppermost in 
mind the maintenance of a sound surplus position, 
and the setting up of reserves that will permit of 
reasonable expansion, repairs to buildings and re- 
placement of equipment at current cost, payment 
of dividends to stockholders of approximately 6%, 
and some fair distribution of earnings to employees.” 

Some executives refuse to place any ceiling on 
profits. Their feeling is that profits are “never too 
good,” since good profits are needed in prosperous 
times to offset the lack of profits in bad times. Com- 
petition can be counted upon to keep profits from 
becoming abnormally high. 

Several cooperators were of the opinion that indus- 
try should do a better job of telling the public the 
complete story of profits. They recognize that some 


steps in this direction have already been taken, but 
believe that industry should do it on a more exten- 
sive scale in order to overcome the many popular 
misconceptions concerning profits. In the words of a 
manufacturer of automotive equipment: “Industry 
should not apologize for making fair profits; but it 
must certainly do everything possible to explain the 
function of profits to its employees and neighbors. 
We are attempting to do this in our monthly letters 
to employees’ home.” 


THE FORGOTTEN MAN 

Plowing back earnings has noticeably reduced the 
stockholders’ participation in corporate profits. It is 
the policy of one producer, for example, to appropri- 
ate nearly 80% of his earnings to enlargement of his 
business and only 20% to dividends. The same man- 
ufacturer states: “This policy may remain in force 
for several years.” 

In spite of the retention of a large proportion of 
earnings, some corporations indicated that they have 
been compelled to seek additional new capital. Com- 
menting upon his experience in the capital markets, a 
manufacturer of air-conditioning equipment has this 
to say: “This is proving to be a difficult course of 
action because of the drying up of investment funds 
which has been in progress for a number of years. 
Here, business management is caught in a dilemma. 
Poor equity markets make it advisable to retain earn- 
ings. Hence dividends must be proportionately small- 
er. This does not help the equity market. On the 
other hand, in order to have any substantial influence 
on the equity market, business must pay out more 
in dividends than it can afford. This is true because 
of the double tax on dividends.” 

The Department of Commerce statistics show that 
since the end of the war stockholders have been re- 
ceiving a smaller share of profits. In 1948, for exam- 
ple, estimated corporate dividends amount to only 
36.5% of net income, after taxes, which compares 
with 75.8% in 1939 and 69.2% a decade earlier. 

When account is taken of the decreased purchasing 
power of profits, stockholders’ dividends are off very 
sharply. Summing up the investors’ situation one 
executive states: 

“The seemingly forgotten man is the stockholder and 
it seems to me he is entitled to a purchasing power ‘parity’ 
which he is not receiving. Only when this parity has been 
attained by dividends and the corporation has cared for 
needed expansion, improvements, etc., it may be time to 
discuss what to do about overgenerous profits.” 


BREAK-EVEN POINTS UP 
Apprehension over the business outlook is attribu- 
ted in large part to the relatively high levels of 
operation necessary to realize a profit. Of those ex- 
ecutives who state their break-even points, only one 
in five indicates that it is below the 50% mark. In 


52 THE CONFERENCE BOARD 


February, 1949 


most instances, these break-even points have risen 
steadily since the war. For example, a chemical pro- 
ducer reports that his break-even point has changed 
from approximately 60% of capacity in 1942 to just 
a little more than 80% at the end of 1948. 

Some of the executives are unable to state their 
exact break-even point in terms of percentage of 
capacity, but all were cognizant of the upward trend 
in break-even points because of rising costs. The gen- 
eral opinion is that they must continue to produce at 
levels far above prewar years in order to break even. 
Since most of the executives feel that the present high 
volume of business is abnormal, when the volume 
does break, they expect to find themselves “in an 
unprofitable position almost overnight.” 

Break-even points have been pushed up by in- 
creases in operating expenses which have occurred “all 
across the board.” Aside from stressing the growing 
inflexibility of labor and raw material prices, execu- 
tives point to such items as higher local taxes, higher 
development and experimental expenses, higher ad- 
ministrative and overhead costs. In addition, new 
social costs of doing business have emerged and an 
enumeration of these includes increased expenses for 
medical service and insurance protection for em- 
ployees, more extensive cafeteria services and in- 
creased group and accident insurance. 

A paper manufacturer who compares current ex- 
penses with those for 1940 writes: “Our fixed charges 
such as depreciation, supervision and property taxes 
have increased to 300% of 1940 cost, which makes 
a large segment of our expense budget inflexible. 
Variable costs have increased, such as raw material 
costs 201%, manufacturing expenses 180%, freight 
180%, of 1940 cost, and are offset only in part by an 
increase in selling price of 171%. We have been able 
to maintain our earnings only by increasing our effi- 
ciency through capital outlays.” 


Remedies Sought 


Industry is making every effort to meet the situa- 
tion by cutting costs wherever possible. The endeavor 
to reduce the break-even point varies within indus- 
tries, and methods in one field may not be applicable 
to another. 

Industrialists in general feel that at present the 
labor and raw material costs are the least flexible and 
will prove hardest to reduce. One executive reports: 
“We have been pursuing a vigorous policy of expense 
and cost reduction for almost two years. Our best 
efforts have fallen short of matching increases in basic 
wages and salaries.” According to most executives, 
no expense item is too small or too large to go without 
consideration and all phases of operation are being 
reexamined with an eye to cutting expenses. 


Efforts are being made to introduce new machinery 
and labor-saving devices in order to cut expenses. 
Some companies are endeavoring to find ways and 
means of improving processes and making raw mate- 
rial substitutions that will maintain the quality of 
the product and at the same time effect an economy. 
As a step in this direction, one cooperator reports: 


“We have attempted to lower these fixed expenses by: 
(1) substituting our own steam for purchased gas; (2) 
installing conveyors and other material handling equip- 
ment to lower line-servicing and intraplant hauling ex- 
pense; (3) instituting a more progressive safety plan to 
lower the number of compensation claims; (4) instituting 
a program of foreman education on budgetary control and 
installing a flexible budget relating all variable overhead 
to variable productive labor.” 


Another accomplishment in this same direction is 
reported by a concern which was able to produce a 
saving through the redesign and change of color 
scheme in certain wrapping materials. A complete 
reorganization of factory processes is in operation in 
some industries and an effort toward the reduction of 
overhead expenses is an important item on all pro- 
grams directed toward counteracting the trend toward 
high break-even points. Though some concerns report 
that their plans have not yet been put into actual 
operation, all industries have at least alerted them- 
selves to various means of cutting costs. 


Barsara R. MAnEss 
G. Cuark THOMPSON 
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A Look at the Productivity Record 


ITTLE evidence can be found that productivity 
for manufacturing as a whole has increased dur- 
ing the past two years.1 There are, of course, some 
segments of manufacturing in which it has advanced 
considerably since 1946. But for all manufacturing 
combined, the impact of the postwar surge in hourly 
wage rates on unit labor cost has not been offset or 
even significantly retarded by gains in output per 
man hour. In the closing months of 1948, unit labor 
cost for all manufacturing was about 100% higher 
than before the war, fully a fifth higher than in 1946, 
and 10% higher than in 1947. 

With further wages increases again being sought 
and with taxes and price trends uncertain, many 
corporations are reexamining their productivity rec- 
ords intensively. Substantial gains in output per man 
hour would greatly enhance their ability to operate 
under present and emerging cost structures. 


TRENDS IN MANUFACTURING 


Official measurements of current changes in produc- 
tivity and unit labor cost for manufacturing as a 
whole are lacking. Rough estimates can, however, 
be derived from production indexes of the Federal 
Reserve and man-hour and pay-roll data of the Bu- 
reau of Labor Statistics.2 These figures indicate that 
output per man hour in January-September, 1948, 
was but fractionally higher than in 1946 or 1947 and 
about 6.7% above 1939. Since 1939, the over-all gain 
in production per hour of labor input has averaged 
less than 1% a year. The accompanying increase in 
labor cost per unit of production has averaged about 
11% a year. (See Table 1.) 

It had been anticipated in many quarters that pro- 
ductivity after the war would repeat the record of 
the years following World War I. Output per man 
hour, so the argument went, would advance rapidly 
as the experienced labor force returned to peacetime 
industries. Raw materials and supplies would also 
become more readily and regularly available. The 
methods and procedures learned by management dur- 

1A similar conclusion has been drawn for the economy as a whole 
in a paper entitled “Productive Trends: Past, Present and Future,” 
by Dr. Solomon Fabricant, whose contributions to the study of pro- 
ductivity have been outstanding. After examining the hits of infor- 
mation available on current trends he noted that “Output per man 
hour, during the past decade—that is, from about 1939—has not in- 
creased as rapidly as that 2% average which we had learned to 
experience during many decades before World War II. The current 
experience—that is, the experience we have had with output per man 
hour during 1947 and 1948—might be a bit more favorable than the 
1939-1947 experience. But I do not know of any reports on a start- 
lingly upward movement.” See “Incentives, Payrolls and Social 


Costs,” Controllers Institute of America, 1948, pp. 19-31. 
*Limitations of this comparison are discussed later. 


ing 1942-1945 would be put into wider operation, and 
as new modern equipment was installed efficiency 
would rise.t 

Manufacturers have been adding increasingly larger 
amounts of tools, plant and other productive facilities 
since the return to civilian production. More than 
$8 billion? was spent on the construction of new 
factories and the purchase of new equipment during 
1948 alone. Gross expenditures in 1945-1947 totaled 
$16.6 billion.? The comparable amount in 1939 was 
$1.9 billion. 

Yet the index of output per man hour for all manu- 
facturing was 106.6 (1939=100) in the third quarter, 
1948, as compared with 112.0 and 107.2 in the same 
three months of 1945 and 1946, respectively. During 
the spring of 1948, it was an encouraging sign when 
the index advanced to 108.2, about the level of 1941. 
But in the following and most current three months 
for which data are available, it declined again. In 
contrast, unit labor cost has continued upward in 
virtually every quarterly period since mid-1945. Con- 
sequently, labor cost per unit of product was 38% 
higher in July-September, 1948, than it was three 
years earlier. 


ANALYSIS BY INDUSTRY 


There is no general pattern in the direction of the 
changes in productivity since 1946 for the individual 
industries about which information is available. Data 
for both 1947 and 1948 are on hand for eleven indus- 
tries. (See Table 2.) 

In four of these industries (flour, glass products, 
leather and cement), output per man hour increased 
in 1947. It declined in January-June, 1948. De- 


1Output per man hour gained about 10% a year during 1920 and 
1921. Long-term trends in output per man hour and unit labor cost 
were analyzed in The Business Record, for February, and March, 
1945, and in the Board’s chart book, “Productivity and Progress,” 
1946. 

In looking at the immediate future, Fabricant, op. cit., p. 27, has 
stated: ““The next year or two might see a shooting up in oc tnenaty 
in this country. It might: it might not. Full employment and con- 
tinued inflation are factors not found in the period following World 
War I. These new factors would, if anything, discourage expectation 
of something very much greater ‘than the 2%, [the long-term rate of 
increase for all industries in the United States].” 

*In the first three quarters of 1948, capital outlays totaled $6.0 
billion; for the last quarter, manufacturers anticipated spending $2.2 
billion, according to records submitted to the Securities and Exchange 
Commission in November, 1948. 

‘This sum does not necessarily represent total new additions to 
existing facilities, for no allowance is made for depreciation or obso- 
lescence of previously purchased equipment. 

‘No conclusions can be drawn about productivity changes in other 
manufacturing industries, for the sample examined here is too small 
and heavily concentrated in the food, leather and stone, clay and 
glass products groups. 
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creases in productivity during 1947 in footwear, can- 
ning and preserving, and condensed and evaporated 
milk were followed by gains of 5%, 9%, and 17%, 
respectively, in the first half, 1948. The downward 
movement noted in 1947 in confectionery, malt 
liquors, and clay construction products continued in 
the first six months of 1948. Tobacco produced per 
hour of labor input gained both during 1947 and 
January-June, 1948. 

The direction of average hourly earnings of wage 
earners in these industries is clearly defined. Increases 
of 10% or more in 1947 were followed during the first 
half of 1948 by increases ranging from 3% to 10%. 

The net effect of the 1947 and 1948 changes in pro- 
ductivity was that output per man hour in mid-1948 
was higher than in 1939 in six industries and lower in 
the remaining five. 

Data for twenty-two industries shown in Table 2 
indicate a wide diversity in productivity trends from 
1946 to 1947. Production per man hour advanced in 
thirteen of the industries and declined in nine during 
the year. Gains of 4% or more occurred in seven 
industries,” while decreases of 4% or more were found 
in the relationship between output and labor input in 
six industries.® 

In contrast, unit labor cost increased in all but 
one of this group. Only in ice cream were productivity 
gains in 1947 sufficient to offset the advance in wages 
in the same year. 


HOW ACCURATE? 


The United States Bureau of Labor Statistics, the 
government agency directly charged with preparing 
official productivity and unit labor cost figures, has 
not circulated estimates on changes since 1939 for 
manufacturing as a whole or for most of the heavy 
goods industries.* The primary reason for the lack 
of data pertaining to 1940-1945 is that comparisons of 
peacetime and wartime production and productivity 
encounter various qualitative and quantitative diffi- 
culties. Data on hand for the postwar years are as 
yet too fragmentary according to the bureau to esti- 
mate current trends for manufacturing as a whole.® 

Information on output, labor input and pay rolls 
is essential for an understanding of current wage- 

‘Gains were: confectionery (5%), cement (7%), footwear (11%), 
leather (17%), canning and preserving (20%), and tobacco (21%). 
Declines were: clay construction products (1%), condensed and evapo- 
tate, is (4%), glass products (5%), flour (16%), and malt liquors 

1p) 

Lap Ses beet sugar, coke products, flour, cane-sugar refining, soap 
and glycerin and glass products. 

Selected machine tools, bread, condensed and evaporated milk, 
confectionery, footwear, and ice cream. 

‘BLS estimates are available for 18 industries covering the period 
1939-1947. For five additional industries there are preliminary data 
for 1946 and 1947 (1939=100). These industries are heavily concen- 
trated in the food, leather and stone, clay and glass groups. 

5BLS has shifted its emphasis to labor input studies. Under the 


present program changes in the direct and indirect man hours ex- 
pended per unit of product for specified products, processes, er depart- 


Table 1: Productivity and Unit Labor Cost in 
Manufacturing, 1939-1948 


Source: Based upon data from Federal Reserve and Bureau of 
Labor Statistics 


Index Numbers, 1939 =100 


Produc- Output per|Unit Labor 
tion Man Hour] Cost 

LOSD..,.. seve 100.0 100.0 
WOAH Sider careaits 115.6 “fl 99.0 
LT ee myaice a 154.1 3 108.7 
19421.. 194.5 3 126.1 
YO4SLe Wee eee 236.7 6 141.3 
19441, 231.2 % 149.5 
TOSGE cane seein eae 196.3 %, 149.5 
TOAG Fao: Fer ierer.:. 162.4 7 166.0 
LOGS Were en ere 178.0 2 186.6 
1945 

8rd quarter...... 182.3 .8 147.9 

4th quarter...... 156.3 8 146.4 
1946 

ist quarter...... 147.1 5 156.2 

Qnd quarter...... 158.1 8 163.9 

3rd quarter......| 169.7 43 167.7 

4th quarter...... 174.6 4 174.6 
1947 

1st quarter...... 177.4 179.0 

Qnd quarter...... 175.8 182.8 

8rd quarter...... 174.6 190.7 

4th quarter...... 182.3 195.5 
1948 

Ist quarter...... 180.7 197.6 

Qnd quarter...... 180.1 194.8 

8rd quarter p....! 181.7! 170. : ; 203.5 


Severe limitations surround the comparability of these estimates throughout the 
entire war period. See text. 

pPreliminary. 
price relationships. A general idea of the trend is 
helpful even though precise measurements are not yet 
available. To answer this need, THe CONFERENCE 
Boarp and other investigators have compared the 
Federal Reserve index of the physical volume of man- 
ufactures with the BLS reports on man hours and 
pay rolls [output per man hour=physical volume + 
(employment times hours); unit labor costs = pay 
rolls + output, or average hourly earnings ~ output 
per man hour]. The results are only approximate. Pro- 
ductivity indexes are only as accurate as the basic 
series used in deriving them. 

The use of the Federal Reserve index as a measure 
of physical volume during the war was criticized by 
some authorities. Questions were raised about equat- 
ing the airplanes and munitions produced in wartime 
and the automobiles and refrigerators manufactured 
in peacetime. A continuous measure of output when 
the production pattern or product mix changes radi- 
cally is open to serious challenge. For this reason, the 
output per man hour estimates shown in Table 1 for 
the war years are subject to severe limitations and 


ments are measured. The statistics are based on reports obtained 
directly from manufacturers. Indexes are also prepared to show 
trends for companies classified on the basis of size of plant, geographic 
area, method of production and similar factors. It is expected that 
this new method of approach will yield information on unit labor 
requirements in a segment of manufacturing, notably industrial goods 
and consumers’ durable goods, to which previously used methods 
could not be applied. 
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Table 2: Changes in Productivity and Average Hourly Earnings, 
Selected Manufacturing Industries 
Sources: Bureau of Labor Statistics; Federal Reserve; Tat ConreRENCE Boarp 


in by a sample number of 
establishments and refer to 
the week ending nearest 


In Per Cent 


Output Per Man Hour! 


Pahang 1947 to 
1st Half to 
1948p 1947 

Rayon and allied products............. n.d. 12.0p ; 
PICRUBUPAT. foocre dia eee circle aos Oe aes te n.d. 9.8a : 
RE NTOCUCKS. . 5-5 a tecceh cane ck n.d. 8.5 5.2 
Flour and other grain mill Bg ee a oe; 2.2 7.9 -14.4 
Cane-sugar _ nic aint n.d. 5.0 -13.6 
Soap and glycerin... Ae Oe n.d. 5.0p 2.0 

Glass products. . Ce eee 98 4.3 2.3 
Construction machinery. . Sete ne Rees n.d. 3.0 -5.0 
Pmathlersen cannes choses rete 2.5 3.0 20.1 
LD EQUI 72 0. (A AR a SE << oH n.d. 2.6 12.5 
DUG 2 ee ierisoe Gic oe ee eee -3.6 1.9 10.8 
Men s-dtess shirts....:2bsc see. ..d.sese- n.a. 1.0 18.0 
Mapacca products... vcee solos ees ss 3.0 0.6 17.2 
Clay construction products.............| 0.5 0.2 0.2 
WA AREMONOPS ca, htc nob otto ks a2 + os -2.5 -3.1 -14.7 
Canning and preserving. . x ooh, HORS f 8.6 -3.3 10.5 
Selected machine tools. . oes ip n.d. —4.0p -9.0 
Bread and other bakery products. . eeacaar n.d. 4.3 6.9 
Condensed and evaporated milk........ 17.2 —4.9 -17.9 
SEONTECHIONELY 0 fae bu cies ofaie ec de bees -3.6 6.9 9.3 
Footwear, except rubber............... 4.5 -8.3 6.6 
LGD Ca Te eM ee oe eee n.d. -18.6 24.0 


1Changes from 1939 to 1947 and from 1946 to 1947 are taken 
from from BLS indexes of productivity for each industry. These 
poe vee rojected to mid-1948 by Taz ConrerENce Boarp 
bars Reserve production and BLS man-hour series. 
actual level in the base date from which changes were 
measured varied widely — the industries. 
alndustry on a fiscal-; asis beginning in March. 
bChange from Mank. “1947 February, 1948 to  March- 
August, 1948, 


cSoap industry. 


pPreliminary. 


are not considered in this analysis. But drastic 
changes in product mix no longer characterized the 
1947-1948 production pattern. The internal compo- 
sition of production after the postwar transitions are 
much more comparable with prewar patterns. 

In addition, changes in physical volume or activity 
for some of the series in the Federal Reserve index 
are based on man-hour data, so that the meaning of 
the resultant productivity figures is obscure. In the 
middle of 1943, 58% of the index was based on ad- 
justed man-hour figures. Thus, much of the index of 
physical volume was dependent on the Federal Re- 
serve’s estimate of changes in productivity... Cur- 
rently, 42% of the index is still based on man hours. 
However, better checks on the level of output ob- 
tained by this method have been possible as bench- 
mark physical quantity data have become more avail- 
able. With the return to peacetime production, the 
index is more widely accepted as a measure of the gen- 
eral movement in production than it was during the 
war. 

There are also some reservations about the BLS 
man-hour and pay-roll series. Man hours are ob- 
tained each month by means of a questionnaire filled 


1The board’s method of computing an index of output for any of the 
series based on man hours is to multiply the man hours of employ- 
ment by a productivity factor which frequently is extrapolated on a 
straight-line basis. 


s 


s 


dGlass and glassware industry. 
Brick, tile and terra cotta industry. 
gBaking industry. 

hBoot and shoe industry. 


n.a.Not available. 


the fifteenth of the month. 
How closely the week in 
question represents the 
month as a whole has not 
been verified. In addition, 
the figures reported cover 
all man hours paid for, in- 
cluding those paid for but 
not worked—for example, 
89.7 : : : 
76.8q paid vacation time and 
n.d. sick leave. 
oie Averages for a year are 


Average Hourly Earnings? 


— 


AAMAS AP AWS WAS YHVQS8S8:a0Om% 


AOSARF CEQVOF WWOF HOS wHEH 


Rann Sere as eee MEE uae 3 
PwDMoaAr so : 
a 


110.9 ; F c 

12 69.0 obtained by taking a sim- 
n. n.d. ple average of the monthly 
9 99.8 ° 

¢ | 14 103.7f figures. Consequently, 
13 59.4 questions are raised as to 
” a whether the results show 
nN. n.d. . 

g| 11.09 | 73.89 total labor time at produc- 
16.6 n.d. tion during the year. Pay- 
17.0 | 101.8 re 

h 97h | 102.8p  Yoll data precision is also 
12.3 64.9 limited by this procedure. 


Differences in the 
weighting used to combine 
the output and man hours 
in the individual industries 
into a composite total for 
manufacturing as a whole 
also limit the accuracy of deriving productivity 
changes from the two respective series. Production of 
the individual manufacturing industries is totaled on 
the basis of the 1937 Census value-added data. Thus, 
the effect of each industry on the total is determined 
by its value-added contribution in the base year. 
Changes in output for industries with low value 
added in 1937 influence the total less than changes 
in industries with high value added. 

Man hours are the product of employment and av- 
erage hours of work. The work week for all manu- 
facturing is derived by weighting the hours worked 
in each industry by the number of workers employed. 
Thus, an industry with high value added and low em- 
ployment weighs heavily in deriving the total produc- 
tion figure but affects the man-hour total only slightly. 

The validity of all three series is thus open to ques- 
tion. The limitations are, of course, also transferred to 
relationships based on these factors. It is believed, 
however, that this method shows the general trends 
in output per man hour and unit labor cost even 
though the exact levels indicated may be faulty. The 
forthcoming 1947 Census of Manufactures reports will 
test the margin of error attached to the estimates. 
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RAILROADS STREAMLINE OPERATIONS— 


INTERCITY FREIGHT BY CARRIER 
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1. railroads are far ahead of their nearest 2. except for war years, trucks have gained 
competitor and well above their own pre- at expense of the railroads. so have the 
war record. but competition is stiffening. pipe lines. it’s a slice off rail profits. 
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3. as go the factories so go the railroads. 4. out where space is space the railroads 

relatively fewer agricultural and mining are gaining. short hauls in congested 

products are now being hauled by the roads. east are going more and more by truck. 
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—TO MEET POSTWAR CONDITIONS 


OPERATING EFFICIENCY 
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5. fixed charges, always heavy, have been 
greatly cut and are less of a drain on 
income, which still fluctuates widely. 


WHERE OPERATING DOLLARS GO 
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7. these economies are needed to offset 
rises in other operating expenses, heavy 
taxes and reduced postwar revenues. 
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6. some operating costs are on the mend, 
what with more ton miles per train hour 
and more tonnage per pound of fuel. 


CAPITAL EXPENDITURES 
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8. railroads are spending liberally on 
roadways, diesel-electrics and in other 
ways to improve service, attract business. 
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Men’s Apparel: Postwar Readjustment 


OSTWAR readjustment has hit the men’s apparel 

trade. Twenty per cent fewer overcoats and 26% 
fewer men’s suits were cut in November, 1948, than 
in November, 1947. Markdowns, special sales and 
outright price cuts have become more widespread. 
Another indication is the recent announcement by 
the Amalgamated Clothing Workers (CIO) that it 
will not seek a wage increase at this time. 

Despite an average price rise of 3.5%, men’s apparel 
stores did about the same amount of business in 1948 
as in 1947. The total for each of these years was 
roughly $2.4 billion. This is a rather static picture 
compared with the 1947 increase of 8% in sales and 
the 1946 increase of 23%. 

Competition has not only been intensified price- 
wise, but experimentation with new or expanded sys- 
tems of distribution has also come to the fore. These 
structural changes have been spearheaded by the 
chains of manufacturing retailers. They represent an 
aggressive effort for new business while the general 
economic climate remains healthy, and a response to 
a contracting market. 

Although intra-industry competition has been tradi- 
tionally intense, the industry, as a whole, exhibits a 
marked stability in its share of the nation’s retail 
business. Its relative share of the consumer’s dollar 
neither declines nor increases greatly as the tides of 
business move up and down. 

For purposes of perspective, trends in the sales of 
men’s apparel can best be determined by relating 
them to consumer income. A very close relationship 
has existed over many years between changes in re- 
tail sales and the movement of disposable income of 
individuals (personal income less direct taxes). A 
similar relationship exists between retail sales of men’s 
apparel and consumer incomes. From 1933 through 
1941, retail sales of men’s clothing and furnishing 
stores accounted for about 1.20% of disposable per- 
sonal income. (See Table 1.) The ratio fluctuated 
very little and remained the same at the depth of the 
depression as at the emerging high levels of opera- 
tions in 1941. However, it never returned to its high 
of 1.65% in 1999. 

The wartime relationship of sales of men’s apparel 
stores to disposable personal income displays little 
indication of the loss of millions of male consumers 
to the armed forces. In none of the war years did 
the ratio of apparel sales to disposable personal in- 
come fall below 1.10%. In part, this stability may be 
attributable to some invasion of men’s wear distribu- 
tors into the field of women’s wear; in part, to a 


greater promotion of boys’ wear. Rising prices 
and upgrading were undoubtedly also important fac- 
tors in the surprising stability of this ratio. Whatever 
the underlying causes, the inelasticity of this ratio 
under adverse wartime conditions is noteworthy. 

The immediate postwar years are generally de- 
scribed as having been the greatest sellers’ market for 
men’s apparel in the industry’s history. Yet in both 
1946 and 1947, the ratio of retail sales of men’s cloth- 
ing and furnishings to disposable income did not rise 
any higher than 1.4%. Actually, the rise over 1939, 
according to the Department of Commerce, was 
smaller than the corresponding increase in the ratios 
for women’s wear, despite the far greater postwar 
backlog for men’s clothing of all types. 


STABILITY SHOWN 


In 1948, men’s apparel sales constituted 1.26% of 
disposable personal income. The general picture’ which 
emerges is that the basic stability of expenditures for 
men’s clothing and furnishings has not been greatly 


1The three lines in the chart illustrate the trend. Line A describes 
the line of relationship between sales and disposable income based 
on the years 1929 through 1941. By this criterion, sales in 1948 were 
below the prewar relationship. Line C has been computed exclud- 
ing 1929, and when that year’s influence is removed, 1948 sales 
are shown to be above the prewar relationship. Line B is based on 
the average relationship of 1.26% between 1929 and 1941. 
Under this assumption, 1948 falls into its “normal” place. It 
was not possible to include a fourth line showing the average re- 
lationship of 1.21% derived by excluding 1929. Such a line would 
place 1945 on the line, and 1948 above. (The years 1930, 1931, 1932 
and 1934 are not included in the computations since sales data for 
those years are unavailable.) 


Retail Sales of Men’s Clothing and Furnishings, 
and Disposable Income 
Source: Department of Commerce 
In Billions of Dollars 


RETAIL SALES 
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Note: Line “A” is line of regression based on years 1929, 1933, 1935-1941. Line 
“B” is line of average percentage relationship based on years 1929, 1933, 1935-1941. 
Line “C”’ is line of regression based on years 1933, 1985-1941. 
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altered either by wartime or postwar transitional 
factors (see Chart 1). The present rate of expendi- 
tures to consumer income is not above that which 
prevailed before the war. At current rates of dis- 
posable income, a decrease of 0.1 percentage point 
in the ratio of men’s apparel sales to disposable in- 
come would mean a reduction of only $190 million 
in such sales. Such a decrease (of just 0.1 percentage 
point) in the ratio would restore the lowest rela- 
tionship to disposable personal income which pre- 
vailed in any year during 1933-1941. The actual 
dollar reduction that would be entailed, amounts to 
about 8% of the rate of sales of these stores in 1948, 
at the 1948 rate of disposable income. 

A similar pattern is revealed when the sales of men’s 
clothing are related to total apparel sales, including 
shoes. (See Table 2.) Sales amounted to 32% of the 
apparel business in 1929, a figure which has not been 
reached since. The downtrend stabilized at about 
25%-267% before the war, and fell only slightly below 
24% from 1943 through 1945. The figure has risen 
but little since then. 

As with other ratios, the share of men’s apparel in 
all retail sales was high in 1929, when they were 2.8% 
of the total. By 1940, it had descended to 1.9%. Sur- 
prisingly, the percentage picked up during the war— 
reaching 2.4% in 1945. It declined thereafter, despite 
the boom in the men’s wear business; and a prelimi- 
nary calculation for 1948 indicates that it has again 
sunk to its prewar low of 1.9%. 


EXPLAINING THE CHANGES 


However measured, the general drop in the share 
of the nation’s expenditures experienced by the men’s 
clothing industry since (and before) 1929 was noted 
in the Latimer Report.! Its analysis of Census data 
from 1923 through 1939 indicated a considerable re- 
duction until 1931, after which stabilization occurred. 
The report made the;following comment: 

“The drop in the share of the consumer’s dollar spent 
for men’s clothing was due primarily to a shift (expressed 
in part in drop in price per unit, in part in number of 
coats and suits sold) by the consumer from purchases 
of clothing to purchases of such durable goods as auto- 
mobiles, radios and other electrical goods, etc. The pro- 
portion of the consumer’s dollar expended for purchase 
and upkeep of automobiles expanded rapidly during the 
1920’s. Apparently by 1931 a level had been reached 
and an equilibrium established between the proportion 
of family income spent by the consumer for purchases 
of such durables and the amount spent for men’s cloth- 
ing. The generally constant proportion of gross national 
income spent during the 1930’s for men’s clothing proba- 
bly represented the revised appraisal by the consumers 
of the proportion of family income which might be spent 
for men’s clothing, taking into account the requirements 


1“Guaranteed Wages,” Report to the President by the Advisory 
Board, Office of War Mobilization and Reconversion, Office of Tem- 
porary Controls, Washington, D. C., January 31, 1947, pp. 387-388. 


for inclusion in the family budget of the expense of pur- 
chase and maintenance of durables such as automobiles, 
ete.” 


Some reasons for the wartime behavior of the ratio 
of sales to disposable income have already been ad- 
vanced. They apply equally well to the other ratios, 
although their stability while 12 million men remained 
in the armed forces remains somewhat puzzling. Given 
this stability, the drop in the share of men’s apparel 
sales to total apparel sales is explained by the relative 
rise in the sales of women’s wear. The rise in the share 
of men’s wear sales to total retail sales over the imme- 
diate prewar years was apparently owing to the more 
drastic decline in the sales of automobiles, other dur- 
ables, gasoline and similar products largely unavail- 
able during those years. In addition, some of the pur- 
chasing power which could not find its usual outlets 
was not channeled into savings, high as they were, 
but was evidently diverted to such commodities as 
were offered. 

In 1948, by whatever measure used, the industry 
lost ground. The trend was particularly emphasized 
in the last few months of the year as production and 
employment dropped, and price reductions began to 
develop. It was part of a readjustment trend which 
appeared in several soft-goods lines, and which is now 
extending to some durable products. 

Production to meet replacement backlogs of return- 
ing servicemen had been large, and apparently a 
point was reached where the market would no longer 
absorb at the same rate, particularly at current prices. 
The pressure of high food and other costs on budgets 
was especially severe during 1948, and since men’s 
clothing purchases may be easily postponed once a 
minimum wardrobe is built, consumers tended to 
curtail their takings in this area. It is generally as- 
sumed that the man’s clothing is in the nature of a 
residual family budget item: food, fuel, rent, children 
and wife come first.1 

The natural result has been renewed emphasis on 
competition within an industry which has always 
been highly competitive and a “small business pre- 
serve.” Census data for 1939,? summarized in Table 3, 
show that the bulk of the 21,500 men’s wear stores 
were in the $5,000-$49,999 sales class. Over 50% of 
the stores did less than $20,000 business in that year. 
The sales, of course, were concentrated in the larger- 
volume stores. Yet, the group of independents with 
the largest share of the total were those which did 
between $50,000 and $99,999, and more than half of 
all sales were made in stores doing less than $99,999. 
Chain stores accounted for 8.4% of the stores and 
22% of all sales—an average sale of about $95,000 per 
store. 


1See statement of Aryness Joy Wickens, quoted below. 
*For stores principally engaged in selling men’s and boys’ clothing 
and furnishings. 
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The total men’s wear business in 1939 was appar- 
ently split about equally between clothing items, on 
the one hand, and furnishings and hats on the other. 
Establishments selling principally men’s wear or fam- 
ily wear accounted for about 60% of all sales, and 
department stores reached about 30% of the total. 
The remainder of the business was done in dry goods 
and general merchandise stores of various types. 

Although the importance of chains has undoubted- 
ly increased since 1939, the number of outlets and 
their diversity in kind is still great. Competition is 
therefore vigorous as business becomes tighter, and 
the attempts to effect distributive economies and 
advantages are intensified. 


TRENDS IN INTEGRATION 


Until the end of World War I, the weaving of cloth, 
cutting of clothing and its retail distribution were 
distinct and separate operations. Some attempts were 
made to brand-merchandise various fabrics previous 
to this period, but these were relatively insignificant. 

The era of the manufacturing retailer really began 
in the early 1920’s. Some small attempts were made 
earlier at chain operations at the retail level alone— 
a form of horizontal integration—but these ran into 
financial difficulties. The origin of the manufacturer- 
retailer tieup may, in some cases, have been the 
result of bailing out weak or insolvent retail accounts. 
It may also have been true that manufacturers en- 
tered the retail field voluntarily in part to assure 
production outlets. These initial operations were 
primarily in the lower-priced clothing field. Greater 
attention was thereafter paid to improving retail loca- 
tions and to a more rational relationship between 
manufacturing and retailing. 

The first retail clothing chains were local. Regional 
or national expansion was not part of this early de- 
velopment. The sales appeal was primarily on a 
lower-price-line basis. 

During the Twenties, the attempt to market 
brand merchandise became intensified and although 
various procedures were used, the franchise arrange- 
ment, exclusive or otherwise, was the general proce- 
dure. A technique then developed was the exclusive 
franchise in certain areas which would not compete 
with general distribution elsewhere. This system gave 
the manufacturer some flexibility in that he had an 
assured market in his exclusive franchises while still 
retaining his general markets in other communities. 
This subsequently developed into the “quality chain” 
of manufacturer-retailer as several manufacturers 
acquired their affiliated retail chains outright. 

The low-price and quality chains differ in their eco- 
nomic functions. The former appeal primarily on a 
price basis, with personal service and individual atten- 


10Only sales of mail order houses principally in the above categories 
are included in these data. 


tion necessarily contracted. The latter rely not only 
on better style, cloth and tailoring, but also place par- 
ticular emphasis on fit and service and individual 
actention. 

There are today four types of apparel outlets: (1) 
lower-price chains; (2) quality chains; (3) indepen- 
dent retailers; and (4) department stores. Within 
these four types there is a further concentration of 
competition into two broad areas—the low-price 
chains versus department stores and the independent 
retailers versus the quality chains. 

As a result of these developments, the position of 
the independent retailer has changed considerably. 
It has been increasingly difficult for him to compete 
on a price basis with the chains in the lower-priced 
field, particularly in the large cities. The manufactur- 
ing retailer has distinct advantages in obtaining the 
business of the lower-income groups. These include 
savings at one end through bulk purchases of mate- 
rials, a relatively continuous rather than seasonal 
production schedule and elimination of selling ex- 
penses. He can also use a lower markup at the retail 
level. 

Independent operations have therefore more and 
more been slanted toward marketing better merchan- 
dise. Where personal service and attention, fit and 
quality are concerned, the independent retailer is in 
a better condition to compete. Brand and adver- 
tised clothing is available to him, and he is therefore 
equipped to command a large share of this business. 
The quality chains are not nearly so extended as the 
lower-price type, and the same brand merchandise 
available to the quality chains is franchised to inde- 
pendents in the areas where the manufacturer has no 
outlets of his own. When the latter expands, of course, 
the independent must shift brands, and this places 
him at a disadvantage, at least momentarily. 


Table 1: Retail Sales of Men’s Clothing and 
Furnishings, and Disposable Income 


Source: Department of Commerce 


Retail Sales Disposable Sales as % of 

Year Men’s Clothing Income posab! 

$ Millions $ Billions Income 
1,358 1.65 
542 1.20 
727 1.25 
855 1.29 
878 1.23 
765 Pe A 
840 1.20 
886 i HS 
1,096 1.19 
1,296 1,12 
1,497 1.14 
1,618 rey 
1,806 1.21 
2,227 1.40 
2,414 1.39 
2,400 1.26 


February, 1949 


The department store is in quite another position. 
In some instances it may not be able to compete price- 
wise with the lower-price manufacturing retailer. Its 
convenience appeal is not so important to the male 
shopper (for whom the purchase of clothing is a 
major chore). The 1939 Census indicates as much. 
It discloses that (excluding boys and basement sales) 
sales of furnishings amounted to $195 million, out- 
stripping clothing sales, which totaled only $123 mil- 
lion, by 58%. Offsetting advantages consist of ad- 
vantageous locations and the benefit of large adver- 
tising budgets. 

Improved financial structures as a result of the war 
and early postwar situations, and the present con- 
tracting market have touched off a series of new 
movements in integration. An important stimulus 
has been the development of surplus production in 
relation to consumption at current prices, once the 
backlog of demand was worked off. Overhead costs 


Table 2: Retail Sales of Men’s Clothing and 
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Source: Department of Commerce 
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for expanded facilities must be met, and there appears 
to be a tendency for manufacturers to attempt to re- 
tain their markets at all costs—chiefly to forestall 
someone else’s taking over in a field with a multi- 
plicity of establishments. With rigid labor and fabric 
costs, the maintenance of sales is a partial alternative 
to price reductions. 

The manufacturing retailers are leading the move- 
ment. They are moving on three broad fronts. First, 
they have been expanding the number of retail stores.” 
Second, they are leasing departments in department 
stores. This is not a new development, but activities 
in this direction appear to be becoming more im- 
portant. Third, they are buying, and leasing back 
to the owners, independent stores. If the latter trend 
is reinforced, it will tend to cut into the independent 
manufacturer’s outlets. These policies are being most 
heavily pursued by the lower-price chains. 


1While this disposes of the problem of production outlets, it raises 
the question of the maintenance of satisfactory retail ratios, store 
by store. 
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Table 3: Sales of Men’s and Boys’ Clothing and 
Furnishings by Size of Store, 1939 


Source: Bureau of the Census 
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There has also been spectacular growth in new 
chain operations. Because the low-price chains tended 
to move into higher-price brackets during and after 
the war, the new chains have sprung up in an attempt 
to capture business at the lower levels. Evidently, 
a kind of lower-end vacuum was created; and, as 
clothing prices began to matter more and more, the 
opportunity widened. Price reduction by others in 
the field only came after business had begun to 
taper off. 

Seven of the more important quality independents 
and chains, scattered in several large cities, have re- 
cently announced the formation of a central organiza- 
tion to promote and obtain exclusive manufacturing 
for “fashion firsts.” This move is only at its beginning, 
but may be indicative of the thinking of unaffiliated 
sectors of the trade. Speculation that a centralized 
buying scheme will develop out of the new setup has 
already occurred, although this is denied by the 
founders. 


EMPHASIS ON BRANDS 

Another form of integration has also been making 
progress. This is the brand naming of fabrics by 
cloth mills, and promoting them in conjunction with 
a manufacturer who is given sole rights to the fabric. 
The original big name in this field, Goodall, does its 
own manufacturing of Palm Beach suits. A new ap- 
proach was adopted by Botany after the war, when 
it tied up with a clothing manufacturer, giving him 
exclusive rights to the Botany line of men’s suitings. 
Since then, Pacific Mills, chiefly, has evolved yet 
another technique. Most of its men’s wear cloth is 
available to the market. Three special fabrics, how- 
ever, are allotted exclusively to each of three manu- 
facturers, and promoted with both the manufac- 
turer’s and the mill’s name.' Although these tech- 


1Pitfalls involved in these arrangements are described in Hiram S. 
Davis and others, “Vertical Integration in the Textile Industries,” 
University of Pennsylvania and the Textile Foundation, Inc., Wash- 
ington, D. C., 1938, esp. Ch. II. 
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niques differ, common to all is the attempt to estab- 
lish a stable and increasing consumer demand through 
“brand consciousness,” a long-range promotion pro- 
gram, and better liaison between mill, manufacturer 
and retailer. 


MANUFACTURERS TURN TO RETAIL 


As the problem of selling and price becomes more 
difficult, the tendency of manufacturers in the large 
cities such as Philadelphia, New York and Chicago 
to sell directly at retail with a less than retail mark- 
up returns. The result, it is suggested, is that eventu- 
ally manufacturers are tempted to open their own 
retail outlets, and start small chains of their own. 
But the trend is likely to be limited by the investment 
needed to compete with the grandiose retail outlets 
prevalent today. 

Senator James E. Murray recently called attention 
to some of the extremes to which distribution tech- 
niques are being carried:+ 


“Drug stores and others are paying special attention 
to men’s wear. 

“Filling stations are selling work clothes; new chains 
are cropping up, so called ‘iron pipe’ stores, which profess 
to pass on the savings of unnecessary sales frills to the 
consumer. 

“Tn addition, my information indicates that some manu- 
facturers of men’s wear secretly own and control retail 
outlets which are in direct competition with their own 
independent customers.” 


Since the per capita consumption of men’s clothing 
and furnishings has always been low, there has been 
persistent agitation for greater promotion efforts by 
the industry, plus a greater emphasis on style. This 
matter has again been coming to the fore, among 
both manufacturers and retailers, especially as busi- 
ness has declined. The situation faced by men’s 
clothiers has been neatly summarized by Aryness Joy 
Wickens, Assistant Commissioner of the United States 
Bureau of Labor Statistics: 


“Although there is a lot of money to be spent, the total 
that any family has is nevertheless limited. If food prices 
go up, as they have, then there is less to spend for other 
things unless incomes go up, too. If mother has a new 
coat—and this year she has—then father doesn’t get a 
new suit. His has no style anyway. . . .”2 


Some of the men’s wear chains went into the pro- 
duction and selling of women’s clothing to fill out 
their business during the war. Its importance then 
may perhaps be indicated by citing distribution of 
sales in 1945 as reported by Crawford Clothes. 

Speech before the National Association of Retail Clothiers and 
Furnishers, reported in the Daily News Record, January 26, 1949, p. 8. 

*“The Outlook for Business in 1949,” Pacific Northwest Industry, 


December, 1949, Bureau of Business Research, University of Wash- 
ington, p. 38. 
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A special tabulation of 1935 Census data indicated 
that the eight largest men’s clothing producers em- 
ployed only 10% of all clothing employees and pro- 
duced only 7% of the total output.1 The Latimer 
Report? quotes the following percentages of total pro- 
duction of men’s clothing sold by manufacturers 
through their own retail stores: 1929, 8.3; 1935, 10.3; 
1939, 16.1. An independent estimate for 1946 by the 
Market Planning Service of the National Credit Office 
raised this to 20%-25%; the current figure may be 
closer to 25%. How much this percentage has in- 
creased recently must remain a matter of some con- 
jecture until Census data become available, but that 
it has increased over the last two decades is clearly 
evident. 

It is significant that the industry itself tends to 
view recent developments much more in terms of 
“competition” than in terms of “integration.” This 
emphasis is itself revealing. What the industry is 
experiencing currently is a series of partial integra- 
tions and expansions in an era of high costs and full 
employment. A complete integration from mill to 
store does not yet exist. The partial integrations have 
for the most part been with the industry for a decade 
or two, excluding the expansion into women’s cloth- 
ing by some of the chains. It is the return of a com- 
petitive market and the aggressive search for new 
business which has touched off the current experi- 
mentation with new types of distribution and with 
further attempts at integration. 

The current picture, then, is extremely fluid. The 
problems center mostly in the middle-price ranges, 
where, apparently, too many retail outlets of all kinds 
have drifted. Comparable difficulties are not reported 
at either the quality or the very low-priced end of the 
business. Although declines per store are being ex- 
perienced by all types of retailers, the quality inde- 
pendents and probably the lowest-priced chains are, 
in general, suffering less severely. The twin problems 
of large production and high prices, particularly in 
suits, coats and shirts, are being met by both produc- 
tion cutbacks and price reductions. This shake-out 
is accompanied by several new developments and 
expansions in the organization of manufacturing and 
retailing. And, the industry remains highly competi- 
tive, as present trends attest. 


Martin R. GarnssrucH 
Lawrence A. MAyrEr 
Division of Business Economics 


1Cited in Twentieth Century Fund, “How Collective Bargaining 
Works,” New York, 1942, pp. 387-388. 
“Guaranteed Wages,” op. cit., p. 392. 
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Problems of Farm Price Supports 


1 sateaab crop production goals, the Depart- 
ment of Agriculture seeks to bring about adjust- 
ments in areas of surplus or scarcity. Changing con- 
sumption habits, foreign demand, crop carry-over, 
and the level of national income are among the factors 
which affect supply and demand from one year to 
another. 

Production goals are targets set by the department 
on all major farm crops as most desirable from a na- 
tional standpoint. But the many uncertainties at- 
tending agricultural output and the very nature of 
the industry make it difficult to attain set goals. In 
some cases, farmers are uninterested in limiting pro- 
duction in view of guaranteed government support. 

In 1947 and 1948, planted acres of corn were within 
6% of the goal. Wheat planted was 10% higher than 
planned in 1947 and 4% higher than was planned 
in 1948. ; 

Production goals for 1949 recently announced by 
the department reflect, in the main, continued high 
consumer demands. Increases have been asked in 
most cases for farm crops, dairy products, poultry 
and livestock. 

But a sizable decrease in wheat production was 
suggested. The 1949 goal is 71.5 million acres, about 
8% less than estimates of planted acreage in 1948. 
With an average yield of 15 bushels an acre—the 
1938-1947 average—production in 1949 would total 
1,073 million bushels. This is 17% below the 1948 
crop. Peak output occurred in 1947 when 1,367 mil- 
lion bushels were harvested. (See Table 1.) 


WHEAT GOAL REMOTE 


Attainment of lower wheat goals are, however, 
already remote. Late reports estimate that farm- 
ers have planted a record acreage of winter wheat 
which may result in the largest total wheat crop ever 
harvested. Winter wheat acreage, which represents 


TABLE 1: 


about 75% of the total crop, was estimated at 61,370,- 
000 acres, more than 5% larger than last year’s record 
and 25% larger than the average for the last ten 
years. 

If spring wheat acreage is increased over 1948 by 
the same relative amount, the total area planted may 
come to 82,025,000 acres, as against 77,749,000 acres 
a year ago. 

On the basis of conditions on December 1, 1948, the 
1949 winter wheat crop will approximate 965 million 
bushels, about 3% less than in 1948. Grain experts 
expect that this estimate will be increased since it 
assumes only normal weather conditions during the 
remainder of the growing season and a yield of 15.7 
bushels an acre. The yield was 17.9 bushels an acre 
for all wheat in 1948 and an average of 17.6 bushels 
over the past five years. 


PRICE SUPPORTS 


Grain has been moving into government loan in al- 
most peak quantity. By December 31, about $900 
million was tied up by the government in price sup- 
ports involving 528 million bushels of all 1948 grain 
crops. The total for 1947 was only 33 million bushels. 

Approximately 343 million bushels of wheat had 
been placed under loan and purchase agreements by 
December 31, 1948. In December alone, the last 
month wheat loans could be made, 90 million bushels 
were so placed. In all of the crop year 1947, only 31 
million bushels went into loans. (See Table 2.) 

Corn under support totaled 95 million bushels on 
December 31, 1948. This was the second month of 
heavy loans which are expected to continue through 
June. In the crop year 1947, only slightly more than 
one million bushels went into loan compared with 
the peak of 302 million bushels in 1939. (See Table 2.) 

The problem of potato support is particularly in- 
teresting. Latest reports show that the government 


GRAIN PRODUCTION, 1939-1948 


Source: Department of Agriculture 
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Reames «BE PALIT IID, SALAD S2Mi.. Gis She 5,296,357 2,651,889 
cer BE ce reuabsined 4 Syeunin sd srk eS * * 5,972,656 3,068,562 
A NR SA Pee SR SG ae Sai 5,410,753 2,965,980 
RERREMEES Sai Dip PELs aon AE Salta e ve 5,781,080 3,088,110 
Pe eT AGI Sa Ia I Sis, «5 t< eg ee Siem oe 5,912,632 2,880,933 
UO LOS oS ghee ey OCT ee 6,288,978 3,249,950 
(Lo Sete bay eo GG 5,353,754 2,383,970 
PRM Ble wicnienic's Sei tks.) « 5 HeAEWS 6,905,775 3,650,548 


Oats Barley Fa, mcg Wheat Rye 

957,704 278,193 53,280 741,210 38,562 
1,246,450 311,278 85,824 814,646 39,725 
1,182,509 362,568 113,543 941,970 43,878 
1,342,681 429,450 109,653 969,381 52,929 
1,139,831 322,913 109,536 843,813 28,680 
1,149,260 276,112 184,962 1,060,111 22,525 
1,535,676 266,833 97,014 1,108,224 23,952 
1,497,904 262,258 106,941 1,153,046 18,879 
1,199,422 281,185 96,016 1,367,186 25,975 
1,491,752 317,037 131,644 1,288,406 26,388 
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spent about $155 million in support of last year’s 
potato crop. The previous peak was in 1946 when 
$91 million was expended. 

Stocks of 1948-crop potatoes in hands of growers 
and local dealers on January 1 were between 25 mil- 
lion and 35 million bushels more than the anticipated 
demand, according to the Department of Agriculture. 
Holdings are second largest on record for that date 
and 14% above a year ago. Estimates indicate that 
this surplus may cost an additional $50 million to $60 
million in price supports. 

“In view of the high losses incurred in the potato 
program,” a statement by Secretary of Agricul- 
ture Charles F. Brannan, made on November 17, 
reads: “I am forced to drop the support price [from 
90%] to 60% of parity—the maximum reduction al- 
lowed under existing legislation. Losses sustained by 
the Department of Agriculture under the potato pro- 
gram for the 1948 crop alone will probably equal or 
exceed the entire monetary gains which have accrued 
to the Commodity Credit Corporation during the 
fifteen years of its general support and procurement 
operations.” 

At the same time, substantial cuts were made in 
acreage goals. To be eligible for price support opera- 
tions, individual growers must stay within the acre- 
age goals established for each farm. The national 
figure for 1949 has been set at 1,938,300 acres (350 
million bushels) —about 200,000 acres less than was 
planted this year. Latest reports, indicate, however, 
that potato growers in thirty-seven states intend to 
plant larger acreages this year than the department 
has recommended. 

Potato price supports and production goals are 
complicated by unprecedented acreage yields, which 
in 1948 were from 40 to 50 bushels more an acre than 
was estimated at the time goals were set. Improved 
farm efficiency, including use of more fertilizer, has 
caused the change. The primary problem, however, 
is that potato consumption per capita dropped from 
150 pounds immediately after World War I to 130 
pounds in 1940. Today, it stands at 118 pounds. 
When Secretary Brannan recently stated that he was 
“extremely reluctant to approve the lowering of the 
support price for potatoes,” a commentator! wrote 
as follows: “Mr. Brannan apologized to potato grow- 
ers for making it unprofitable for them to grow pota- 
toes no one wanted to eat.” 


NEW PRICE SUPPORT ACT 


Controversy rages over the newly enacted “Agri- 
cultural Act of 1948.” Essentially, it extends existing 
price support legislation through 1949, and sets forth 
new regulations for subsequent years. Congress is 
now considering revision of those measures which are 
to become effective after January 1, 1950. 


1Barron’s, Jan. 3, 1949. 


Table 2: Wheat and Corn Under Government 
Loan, and Redemptions, 1939-1948 
Source: Department of Agriculture 
In Thousands 


Corn 

sea Bushels Under Bushels Bushels Under Bushels 
Loant Delivered Loan! Delivered 

TOSOte. 2s 167,694 301,729 114,390 
1940...... 103,125 12,299 
2 110,871 29,799 

56,401 a 

F805) MP eae 

20.647) ilies oer 

1946 issn 25996-l  Weeees 

1946. 25,982 eave 
L94TE eee 1,123: sie 4325ee 

1048s ace 343,3506 n.d. 95,0236 na 


1Includes purchase agreements in 1948. 

aLess than 500 bushels. 

bAs of December 31, 1948. 

Price support in 1949, under Title I of the Agricul- 
tural Act of 1948, will be broadly outlined as follows: 


At 90% of parity: 

Cotton, wheat, corn, tobacco, rice, and peanuts 
marketed before June 30, 1950; 

Irish potatoes harvested before January 1, 1949; 

Milk and its products, hogs, chickens, and eggs 
marketed before January 1, 1950. 


At 1946 price-support level (about 42 cents a pound) : 
wool until June 30, 1950. 


At not less than 60% of parity, nor more than 1948 
price-support level: 


Beans, dry peas, sweet potatoes, flaxseed, soybeans, 
turkeys, American-Egyptian cotton and potatoes har- 
vested after January 1, 1949. 

Provisions of the old act which apply to commodi- 
ties for which support is permissive rather than man- 
datory are continued in effect until January 1, 1950. 


Permanent Measures 


Provisions effective in 1950 establish a permanent 
agricultural program, constructed along the lines of 
the Agricultural Act of 1938, but with many impor- 
tant modifications. A more or less flexible floor is 
established for an indefinite period in the future. 
Under Title II of the act, prices will be supported as 
follows: 

(a) Basic commodities (corn, wheat, cotton, to- 
bacco, rice and peanuts): A schedule of minimum 
price supports for the basic commodities with a mov- 
ing floor ranging from 60% of parity when the total 
supply is more than 130% of the normal supply, up 
to 90% of parity when the total supply is less than 
70% of the normal. Whenever acreage allotments or 
marketing quotas are in effect, the minimum support 
price provided in the schedule is automatically in- 
creased by 20%, but the support shall not exceed 90% 
of parity at the beginning of the crop year. The sched- 
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ule of price supports for the basic commodities in 
Title II is a minimum level, and the Secretary has 
authority to support prices of these commodities at 
as high as 90% of parity. 

An exception is made in the case of tobacco, which 
is to be supported at 90% of parity in any year in 
which marketing quotas are in effect. Marketing 
quotas for major types of tobacco, except Maryland 
and cigar leaf, will be in effect every year unless dis- 
approved by more than one third of the producers 
voting in a referendum. 

The support levels for the basic commodities apply 
only to cooperators. The level of support to noncoop- 
erators is discretionary. In the event that quotas are 
disapproved by more than one third of the affected 
producers voting in a referendum the support level 
shall be 50% of parity. 

(b) Nonbasic commodities (all others): The Sec- 
retary is authorized to support prices of nonbasic 
commodities at any level up to 90% of parity, taking 
into consideration the ability and willingness of pro- 
ducers to keep supplies in line with demand and other 
factors. 

In addition, the Secretary is directed to support 
the price of wool at such a level not less than 60% or 
more than 90% of parity as he may consider neces- 


Table 3: Illustrative Comparison of Parity Price Under New Formula with 
Present Parity and with Prices Received by Farmers! 


Source: 


Department of Agriculture 


New Parity |_ Present 


Tice, 


4 New Parity 

Parity Price,| as Per Cent 

January 15, | January 15,| of Present 
1949 949 i 


sary to encourage an annual production of 360 million 
pounds of shorn wool, and to support the price of 
Trish potatoes harvested after December 31, 1949, at 
not less than 60% nor more than 90% of parity. The 
act further specifies that if any price support opera- 
tion is undertaken with respect to either turkeys or 
chickens the same operations shall be applicable to 
broilers, ducks and ducklings and other poultry. Com- 
pliance with acreage allotments, production goals and 
marketing practices and agreements prescribed by the 
Secretary may also be required as a condition of 
eligibility for price support under Title IT. 

(c) Other provisions: In the event that the Sec- 
retary, after a public hearing, finds support price 
levels higher than 90% of parity to be “necessary in 
order to increase or maintain the production of any 
agricultural commodity in the interest of national 
security,” he may put such higher supports into 
effect. 


NEW PARITY CONCEPT 


In addition to changes in support levels, the act 
introduces a concept of “normal” and “total” supply, 
sets up new regulations governing the use of market- 
ing quotas and, most important, establishes a modern- 
ized formula for calculating parity prices. 

The original parity for- 
mula had as its base the 
years 1909 to 1914. The 
parity price of a farm com- 


Prices Received as 


Unit Parity? 

Dollars Dollars Per Cent 
REE folic) 7 aie 'aV'ullelve @ alleles Bu. 1.45 1.59 91 
-. . A ec ee eee Bu. . 826 . 990 83 
oe Tee Bu. a baet) 1.54 719 
be uy NM ke Ie Cwt. 2.35 3.00 78 
BEE. Saisie aid cielenece + Bu. 1.83 2.19 84 
 .. SS HSS Saeaee Bu. 1.48 1.79 83 
on eee Bu. 2.21 2.02 109 
MEE Ad codes, 01 Sts. aeesak eterend Lb. . 2730 . 3075 89 
ER Cr eee Ton 67.70 55.90 121 
oo te eer Bu. 2.53 2.38 106 
ere ee eee nea ae Lb. 091 119 76 
ter ee Bu. 4.27 4.19 102 
1, ae oe ee Bu. ive 1.81 87 
BS streeh Os Bu. 2.25 2.18 103 
I craic Sobers, eet clays Cwt. 8.41 8.36 101 
NT cite a. = sialatas a 8 Bu. 2.60 2.38 109 
NMOS, crate Ses oh sae a Cwt 18.70 18.00 104 
Ws as Ma whidiee «% Cwt 16.70 13.40 125 
Des Havinia eee a"e Cwt 18.70 16.70 112 
Cwt 8.41 Tr. 20 75 
Cwt 17.90 14.60 123 
Lb. . 503 -454 lll 
Lb. . 290 . 283 102 
Lb. .360 357 101 
Doz. .546a .554a 99 
Cwt. 4. 56a 4.20a 109 
Lb. . 7254) .677a 107 


1This is only illustrative, since the new parity formula will not be effective until January, 1950. However, it is likely that rela- 
tionships between present and new parity will be roughly similar in 1950 to those of January 15, 1949. : ’ 
In d be no lower than 95% of the “old” parity; in 1951, 90%; and so on until new parity level ia 
aAdjusted for seasonal variation. 


1950, the new parity woul 
reac! . 


eetices vi ia Hecares modity was computed by 
sarmers determining its average 
ryt a pera ves Tanprice from 1909 to 1914 
and multiplying this price 
Dollars | Per Cent | PerCent by the current index of 
1.25 86 79 prices paid by farmers for 
Wee 4 Hs the articles they buy. This 
2.92 94 74 method will continue until 
2.02 110 92 January 1, 1950. 
age re Le The purpose of the new 
-2927| 107 95 parity formula is to bring 
65.70 97 118 the relationship between 
2.97 90 95 : ‘ : 
‘105 | 115 88 parity prices of the various 
5.75 135 137 farm products more nearly 
as a in in line with changes in the 
7.84 93 94 relation between actual 
2.85 110 120. prices of individual prod- 
20.10 107 112 
20.00 120 149 ucts that have taken place 
25.10 134 150 in recent years. The lat- 
Pelt es Be est ten-year period of ay- 
21.90 122 150 ‘ : 
.483 96 106 erage prices received by 
807 | 106 108 farmers has been added to 
.493 | 137 138 
‘471 86 85 the old formula to reflect 
4.61 101 110 this change. 
657 91 97 


As shown in Table 8, 
parity prices for grain are 
reduced under the new for- 
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mula, while most livestock and their products are 
raised. This reflects the change that has occurred in 
relationships between prices of these commodities 
since 1910-1914. Prices of livestock generally have 
been comparatively higher than grains in recent years. 
In addition to grains, new parity prices will be 
lower for cotton, peanuts, potatoes, sheep, and eggs. 
Many prices, according to the January 15, 1949, illus- 
tration will remain practically unaffected. Prices re- 
ceived by farmers as a percentage of the new and 
old parity concepts are also presented in Table 3. 
The figures in Table 3 are, however, only illustrative. 
Parity prices in the table are based on the ten-year 
period 1939-1948. New parity prices, when put into 
effect in January, 1950, will be based on the ten-year 
period 1940-1949, since the new formula is based on 


the latest ten-year period each year. For this reason, 
the parity prices computed by the new formula in 
1950 and subsequent years may be changed from the 
relationships of January this year. 

If, in 1950, the parity price for any commodity as 
computed by the new formula is more than 5% less 
than that as computed under the old formula, the 
change is to be made in transitional steps. In this 
event, the effective parity price will be reduced no 
more than 5% below the old parity price in 1950, an 
additional 5% in 1951, and so on until the old parity 
price has been reduced by successive 5% reductions 
to the level of the new parity price. 


Rose Naricu 
Division of Business Economics 


Retail Prices Down Again 


RICES of goods and services purchased by mod- 

erate-income families in the United States de- 
clined 0.6% from November to December, bringing 
the index down to 162.1. This is the first time since 
September, 1945, that the index has not shown an 
increase over the month in at least one of the major 
budget categories. 

Lower food prices have accounted for most of the 
break in consumers’ prices over the past five months. 
The drop in meats, cornmeal, and most dairy prod- 
ucts was the principal cause for the 1.2% decrease in 
the food index. Food prices are now 2.4% lower than 
a year ago, and 5.8% below the peak of last July. 

Clothing prices, which have declined for the past 
eight months with the exception of September, 
dropped again from November 15 to December 15, 
This 0.5% decline returned clothing prices to within 
0.8% of their December, 1947, level. It represents a 
price decline of 1.0% from their high of last March. 
The slowdown of retail buying in the first two weeks 
of December as the Christmas rush fell below last 
year’s level reflected consumers’ increased resistance 
to high prices, according to industry observers. Con- 
traseasonal sales of clothing were reported in some 
cities, indicating a desire to reduce high-cost inven- 
tories. The major declines in clothing prices occurred 
in women’s rayon dresses, rayon hose, and men’s 
cotton wear. 

The rent component, previously prepared in March, 
June, September, and December is now being sur- 
veyed in January, April, July and October. The Jan- 
uary figure will be reported in the March issue of 
The Management Record and subsequently in The 
Business Record. 


Fuel prices remained generally unchanged in the 
month ending December 15. The fuel oil industry is 
reporting sufficient supply in sharp contrast with 
recent winters. 

Of the sixty-two cities surveyed, fifty-four had de- 
creases in their over-all consumers’ price index. The 
decreases ranged from 0.1% in Denver, Detroit, Erie, 
Pennsylvania, and Richmond to 1.9% in Huntington, 
West Virginia. The largest increase since November 
15 occurred in San Francisco-Oakland (0.6%). 

Annual changes in individual cities ranged from an 
increase of 3.4% in Fall River to a decrease of 2.6% 
in Huntington, West Virginia. 

The purchasing value of the dollar rose to 61.7 
cents, or an increase of 0.7% over November; since 
December, 1947, the January, 1939, dollar fell 0.6% 
in value. 

Laurence D. De Trupe 


Sumiey Fass 
Statistical Division 


Business Book Shelf 


Food—A series of addresses and papers presented at the 
annual meeting of the Academy of Political Science. Edited 
by John A. Krout, The Academy of Political Science, Colum- 
bia University, New York, January, 1949. 


Economic Problems of the Southeast—The southeastern 
region of the United States is ready for a full-scale indus- 
trial expansion if certain problems are overcome. Anne E. 
Hulse and Patrick J. Deturo, Harvard Business Review, 
January, 1949. 


Selected Business Indicators 


(Annual statistics appear in “The Economic Almanac 1949,” pages 36, 37) 


1948 
Item 
November October September 
Industrial Production 
RI ABEB) (8). 05002500 $< sees 1935-89=100 ||p 192 ]r 195 195 192 
Manufacturing (FRB) (S)........|| 1935-39=100 || p 198 |r 201 202 199 
Durable goods (FRB) (S)....... 1935-39=100 |p 228 229 230 294 
SUG) Regge MRE DSRS | arr at a ree 000 net tons 7,756 |r 7,779 7,987 7,416 
PAE TON hare ahs, s wo eca,Sioi eis 000 net tons 5,595 5,399 5,520 5,208 
Copper (refined).............. net tons 96,117 102,779 101,436 102,976 
Lead (refined)...............- net tons 52,315 47,029 46,787 37,105 
IMCM GIR) seo 2c hides Ue.athee net tons 76,946 71,195 70,716 64,721 
Glass containers.............. 000 gross n.a 7,313 9,107 8,712 
ABTENET te Gistels © c-a.nla)e esdaseiay sels million bd. ft. n.a 2,929 3,369 3,340 
Machine tools!............... 1945-47=100 ||p 96.9 ]r 76.2 80.4 84.7 
Machinery (FRB)............ 1935-39=100 || p Q75 |r Q77 Q7T7 273 
Transportation equip. (FRB). .|| 1935-89=100 || p 240 |r 236 236 | > 2207 
Automobiles, factory sales. ....|| units n.a. | p 364,870 383,756 301,170 
Nondurable goods (FRB) (S)....|| 1935-39=100 || p 174 |r 178 179 178 
UL Cal Sree ae bales 680,670 685,166 695,887 739,139 
MOIR fe ss os ela Casa mnillion pounds n.a 52.0 |r 55.6 58.3 
BERVORPVAR occ ev otsec seek million pounds 75.0 |r 70.4 71.8 69.9 
Food prod., mfd. (FRB) (S)...|/ 1935-39=100 || p 158 159 161 163 
Chemicals (FRB) (S)......... 1935-39=100 |p 256 256 255 |, a5 
Newsprint, North American. ..|| short tons 495,105 504,452 508,605 477,180 
DATOE Ga occa « Mohyird s sisashye'o % of capacity | p 87.1 97.3 99.1 91.8 
PADErDOATA. «..,, 5. sin. 0:9: 0190502 % of capacity 84 94 96 91 
Boots and shoes ..............|| thous. of pairs n.a 34,714 |r 39,050 42,081 
Cigarettes (small)*............ millions p 24,675 |r 29,075 31,079 29,983 
Mining (FRB) (S)..............- 1935-39=100 |p 156|r 161 158 156 
Bituminous coal.,............ 000 net tons || p 49,045 |r 49,350 |r 53,192 51,824 
PUNO ec sete ates oa;cinuns t.2y5.8 000 net tons 4,499 |r 4,680 4,961 5,007 
Crude petroleum®.,........... 000 barrels n. a 5,675 5,632 5,435 
Electric power’. ..............0000+ million kwh 5,645 5,539 5,510 5,386 
BRTAEPUICUIONS. 5 adsch oa sieels ames 000 dollars 694,023 611,216 778,606 762,192 
Heavy engineering—Public®........ 000 dollars 67,529 60,668 75,210 72,157 
Heavy engineering—Private’....... 000 dollars 101,180 52,110 86,898 60,926 
Distribution and Trade 
Carloadings, total**............... thousand cars 709.7 823.5. 915.6 881.5 
Carloadings, miscellaneous‘*....... . thousand cars 345.9 381.4 420.4 399.0 
Retail trade (NICB) (S)..........- 1935-39 = 100 n.d. 319.6 327.3 398 3 
Department store sales (S)......... 1935-39=100 || p 309 287 306 312 
Variety store sales (S)............. 1935-39=100 || p 269.8 230.3 223.6 298.7 
Rural retail trade (S).............. 1929-31 =100 n.d. 368.3 349.1 379.1 
Grocery chain store sales (S)7....... 1935-39=100 || p 359.6 360.4 365.4 359.6 
Magazine advertising linage........|| thous. of lines 3,015 4,145 4,847 4,462 
Commodity Prices 
All commodities (BLS)®............ 1926 =100 p 162.2 163.9 165.2 168.7 
EA MOINGLETIONS «55:65. 5%. » & sores a ale 1926 =100 p 172.1 175.2 177.0 181.0 
Semi-manufactured articles....... 1926 =100 p 159.2 159.4 158.4 158.8 
Manufactured products®.......... 1926=100 p 157.5 158.7 160.2 163.9 
Warm products..............s.6: 1926 =100 p 177.8 180.8 183.5 189.9 
oe en ee 1926=100 p 170.2 174.3 178.2 186.9 
Sensitive industrial (NICB)‘........ 1929=100 152.4 154.3 164.3 156.7 
Sensitive farm (NICB)‘............ 1929=100 183.5 186.9 198.5 210.7 
PUREE PRICES. 0)... 5 5 oo ic oan n0 5s 2 10 vie 1935-39 =100 n.a. 193.4 }r 195.0 196.2 
Securities 
Total stock prices (Standard & Poor’s)|| 1985-39 =100 119.4 120.4 127.8 195.7 
UE oe een ae mn erice 1935-39 =100 125.5 126.4 134.3 131.7 
MERE oe Pate a ess: oui ensiasagslegsl ys 1935-39 =100 105.8 108.8 120.9 120.4 
OOS 2c a A heal seer gs eae 1935-39 = 100 92.9 94.2 97.4 97.3 
Total no. shares traded N.Y. Stock Ex.|| thousands 35,336 36,248 26,158 21,736 
Corporate bond yields (Moody’s). ..|| per cent 3.09 3.12 3.11 3.09 
Financial Indicators 
Bank debits, outside New York City® | million dollars 63,714 56,815 57,413 55,980 
New capital corporate issues........ 000 dollars 627,498 442,925 | r 628,499 | r 458,745 
SS ANIICD sired eh piin <n: 6 000 dollars 8,222 15,600 18,743 25,757 
Comm., industrial and agric. loans‘. .|| million dollars 15,551 |r 15,529 15,388 15,088 
Total personal income (S)......... billion dollars n.a. 216.7 215.6 |r 214.9 
Money in circulation, end of month.! million dollars 28,224 |r 28,331 28,176 28,118 


SAdjusted for season variation ‘Shipments *Consumption; cigarette consumption measured by tax-paid withdrawals #Average daily ‘Average weekly 5F. W. Dodge 
store sales *Through September, 1946, the Bureau of Labor Statistics carried motor vehicles’ prices at A 


ie 
. On April, 1942 levels, the September, 1948, indexes for All Commodities and Manufactured products would have ae 165.5 


News-Record—average weekly 1Grocery and combination 
levels. In October, 1946, current chicks wits reintroduced. 


December 
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52.5 
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254 
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101.5 
89 
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1948 cPercentage change, November, 1947, to November, 1948 dPercen’ 


minary *Value as traffic indicator subject to variations in length of haul and amount loaded. 
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change 11 months, 1947 to 11 months, 1948 eEstimated fLess than +.05% n.a.Not available pPreli- 


68 THE CONFERENCE BOARD 


Business Forecasts 


James A. Farley, chairman, Coca-Cola Corporation 
(Jan. 24)—“T do not anticipate depression or even a serious 
recession in business. . . . But we cannot expect that our 
national income can always continue at the rate established 
last year.” 


Charles Sawyer, Secretary of Commerce (Feb. 7)—“We 
are going through a period of some readjustment but cer- 
tainly there is no cause for alarm.” 


Ragnar D. Naess, partner, Naess, Thomas and Thielbar 
Investment Counsellors (Jan. 17)—“The readjustments that 
occurred in 1948 and 1947 in individual industries are likely 
to be followed by a more general decline in business and 
commodity prices which should begin sometime in 1949 
and will run into 1950 and perhaps into 1951.” 


Marcus Nadler, New York University (Jan. 24)—‘Even 
eliminating the great influence that will be exercised by the 
monetary authorities, there will be no material change in 
money rates during 1949.” 


M. A. Schapiro, M. A. Schapiro & Co. (Jan. 18)—“Cur- 
rent day-to-day situation is shaping (bank) earning power 
in 1949 at around 1948 figures, provided the income-tax 
factor remains unchanged in 1949.” 


J. W. Follin, assistant administrator, Federal Works 
Agency (December)—‘It is expected that the value of pub- 
lic construction will increase by close to 25% .. . the 
public portion represents 27% of the total, whereas it was 
only 23% in 1948. . . . State and local public construction 
volume at $3.3 billion will considerably outweight federal 
construction estimated at $1.7 billion. In terms of physical 
volume, 1949 will be about the same as 1948.” 


Commodity Outlook 


Neal Dow Becker, president, Intertype Corporation (Janu- 
ary)—‘Tn the field of graphic arts machinery, the manu- 
facturers still have substantial backlogs of orders sufficient 
to assure full-time operations through 1949 and in some 
cases longer.” 


Benjamin F. Fairless, president, United States Steel Cor- 
poration (Dec, 21)—‘T am not predicting a material falling 
off in steel production. I am only predicting that we are 
going to recede quite a lot from this present high un- 
realistic demand. . . The time when steel supply and 
demand will be in balance is not too distant.” 

C. H. Buford, president, Chicago, Milwaukee, St. Paul 
and Pacific Railroad Company (January)—“T look forward 
to a relatively good year of rail freight traffic in 1949. I be- 
lieve we have reached and passed the high level and that 
the volume of such traffic will be below that of 1948.” 

Lee Baker, vice president of Admiral Corporation (Dec. 
21)—“TIn my opinion we have not even begun to saturate 
the refrigerator market. Output has been and will con- 
tinue to be seriously limited by shortage of steel.” 

John L. Collyer, president, B. F. Goodrich Company 
(January)—“The American tire industry can look forward to 
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1949 with the expectation that an estimated 2 million more 
tires will be sold next year than in 1948.” 

John D. Biggers, president, Libbey-Owens-lllinois Glass 
Company (Dec. 22)—‘Even if automobile production and 
building in 1949 merely equal 1948, glass sales may show a 
gain of 10% because there is more demand for larger win- 
dows and improved visibility.” 

Robert H. Colley, president, The Atlantic Refining Com- 
pany (Jan. 20)—‘T believe that the oil industry has enough 
work ahead of it to keep everyone in it directly or in- 
directly employed in 1948 fully occupied in 1949.” 

Standard and Poor’s Corporation (Jan. 17)—“Assuming 
no drastic change in economic conditions and that the air- 
lines’ safety record remains good, revenue passenger miles 
in 1949 may at least approximate the 1948 total, which is 
estimated to have been down about 4% from 1947.” 

C. Donald Dallas, chairman of the board, Revere Copper 
and Brass, Inc. (January)—“A look into 1949 gave grounds 
for hope that sufficient copper would be available for the 
needs of industry without diminishing the essential military 
and foreign aid programs.” 

Roy Wenzlick, president, Roy Wenzalick & Company 
(Feb.)—“If we go into a depression in the middle Fifties, 
construction costs will not drop back to the pre-World 
War II figure. . . . I am assuming they are going to be 
about 73% higher.” 

C. E. Wilson, president, General Motors (Jan. 17)—“I 
am expecting the industry in 1949 to pass all previous pro- 
duction records. I think the production of cars and trucks 
for 1949 should exceed six million.” 

A. H. Nicoll, president, Graybar Electric Company (Janu- 
ary)—‘Sales of electrical goods wholesalers probably 
reached their all-time peak in 1948. While sales . . . most 
likely will be less in 1949, the decline is not expected to be 
a substantial one . . . somewhere between 3% to 5% from 
the high in 1948.” 

Charles E. Wilson, president, General Electric Co. (Dec. 
21)—“Barring a fourth-round wage increase, or other out- 
side interference, we feel certain we can approximate this 
year’s rate of business in 1949 by stepping up our sales 
activities.” 

Richard S. Reynolds, Jr., President, Reynolds Metal Com- 
pany (January)—“Although 1949 production (of aluminum) 
is expected to be four times as much as in the best prewar 
year, the supply is not likely to be sufficient to meet the 
demand.” 


Food and Agriculture 


Theodore G. Montague, president, The Borden Company 
(January )—‘Prices of dairy products appear to have reached 
their peak. For the immediate future, the outlook is for 
a seasonal downtrend until early summer at least. It seems 
unlikely that 1949 prices will touch the high level reached 
early in 1948.” 

Paul S. Willis, president, Grocery Manufacturers of 
America (Jan. 2)—“The downward trend of food prices 
has merely started and the stabilization level will not be 
reached until sometime in 1949.” 


Rose Namicu 
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What Executives Say: 


Break-even Points Rise 


(See article on page 50) 


PRIMARY PRODUCTS 
Foundries: Classifies Today’s Earnings as Artificial 


“If the present tailspin is drastic enough and lasts long 
enough, there will be wholesale reductions of staff, reduc- 
tions in pay, reductions to three days or possibly only two 
day per week, probably reductions in prices and eventually 
some determination of where the break-even point can be 
found.” 


“Today’s earnings, after taxes, are wholly illusory and 
artificial, particularly because the depreciation allowance 
used in computing income taxes is based upon historical 
cost and in no sense makes adequate allowance for the re- 
placement of facilities which are being exhausted currently 
through use.” 


“Our company and its stockholders have not been im- 
munized against the decrease purchasing value of the dollar. 
We made substantial capital expenditures in 1948. It goes 
without saying that these items cost us far more than 
would have been the case prewar. Our stockholders suffer 
because of our inability to increase dividends when faced 
with the need for substantial capital expenditures. These 
dividends, when received by our shareholders, are subjected 
to burdensome taxes and the reduced spendable income buys 
so much less than it did prewar that it is very easy to 
understand why risk capital is scarce.” 


Petroleum: Price Reductions Due 


“Present high costs for new machinery and equipment 
and for reserves of oil and gas in the ground to replace 
withdrawals are factors entitled to consideration in any 
determination of a fair level of profit in a business such 
as ours.” 


“Our current earnings, both before and after taxes, are 
at an all-time high. For the near-by outlook we believe 
that profits will continue to be fairly large, although we an- 
ticipate some price reductions in the course of 1949 and a 
resulting drop in earnings as compared with the 1948 level.” 


“Prices and profits are already responding to the new 
surplus-supply position, and are falling.” 


“The oil industry has found it necessary to invest 
large sums of new capital in order to maintain its position 
and increase reserves and productive capacity sufficiently 
to take care of increasing demand. An ever increasing 
share of the corporation earnings have been plowed back into 
the business with a corresponding decrease in the percent- 
age declared as dividends. General conditions affecting all 
industries, such as uncertainty over government policy re- 
garding income taxes and inflation in general, are making 
it increasingly difficult for industries to utilize equity fi- 
nancing. Thus it is necessary to use these increasing pro- 
portions of earnings for reinvestment.” 


“The oil market appears to be passing from the tight 
position that has existed since the war to one of more ade- 
quate supplies. With that qualification, however, we are 
inclined to believe at present that our 1949 operating profit 
before income taxes may be slightly lower than the 1948 
figure. Lower prices and higher costs may be more than 
enough to offset the effect of a slight increase expected in 
volume and basic improvements in efficiency. It is ex- 
pected that United States income taxes on corporations 
will certainly be extensively debated in Congress, and it 
may result that they will be increased on 1949 corporate 
profits.” 


“While our earnings may appear high, it must be re- 
membered that we are dealing in dollars of greatly reduced 
purchasing power and that our earnings include an element 
of capital gain since we are, in effect, gradually selling off 
our facilities and underground crude reserves which were 
acquired in earlier years and cannot be replaced for the 
same money. If the charges to profits for depreciation and 
depletion of such facilities and reserves were based on pres- 
ent costs of replacement, instead of on original cost as is 
done under good accounting practice, the reported profits 
would be much less.” 


“The pronounced postwar increase in the demand for 
petroleum products has obliged the industry to undertake 
a substantial expansion program despite prevailing high 
costs. This urgent and unavoidable expansion, together with 
the necessary replacement of crude oil reserves and plant 
facilities which must be made merely to maintain produc- 
tive capacity, entails enormous capital expenditures.” 

“We have not made any recent estimate of the per cent 
of capacity at which the company must operate in order 
to break even, but it is evident our break-even point has 
risen in recent years in line wtih the experience of all in- 
dustry. The costs of all materials and supplies are higher, 
and recent investments in plants and facilities have in- 
volved greater outlays than would have been the case for 
the same facilities a few years ago. Management has for 
some time been engaged in a program of contracting vari- 
ous activities and services to outside concerns in cases where 
economies are expected to result. This permits consider- 
able flexibility in operating costs.” 

Steel Producers: Raw Material Supply Remains a 
Problem 


“Near future sales and earnings will depend to a large 
extent on the changes, if any, which are made in the in- 
come tax laws by the new Congress. In addition, earnings 
may be reduced by various soft spots which have appeared 
in the household appliance, textile, and clothing industries, 
which are all good customers of our products. On the other 
hand, there appears to be no slackening in the demand for 


70 THE CONFERENCE BOARD 


February, 1949 


steel to be used in automobiles, railroad equipment, and 
housing, so that we expect to be able to divert production 
to other lines, if necessary. Another factor on the favor- 
able side is that new products which we have developed, 
but have been unable to market owing to the shortage of 
material, will be aggressively pushed, if raw material be- 
comes more available.” 


“Our basic profit policy for many years has been to de- 
velop products which our customers find save them so 
much money that they are quite willing to pay us a price 
which yields a better than nation-wide average steel com- 
pany profit. We believe such a policy is basically sound, 
both from the customer’s standpoint, the public stand- 
point, and our stockholders.” 


“Over a period of the past ten years, the spread between 
net income before and after taxes has been markedly in- 
creased, the widest spread having been from 1941 through 
1945. Since then the spread is somewhat smaller but is 
still considerably larger than in the prewar years because 
of the higher Federal tax rate. In case corporate taxes are 
again increased either through an over-all increase in the 
rate or through the establishment of an excess-profits tax, 
the spread will again widen and very conceivably can have 
an adverse effect not only on net profits, but also on busi- 
ness volumes because of the effort on the part of industry 
to maintain or even advance prices in order to preserve 
a reasonable net earning capacity.” 

“More important than the difficulty of volume, however, 
is the unfavorable cost-price relationship which has existed 
with respect to our principal steel products. Our oper- 
ations are semiintegrated. We are therefore forced to go 
to the fully integrated steel companies for much of our 
raw material requirements which are supplied in amounts 
they care to allocate, at prices they care to charge. Similarly, 
because our end products are sold competitively with theirs, 
they exercise still further influence on our operating results 
through vigorous price competition. To illustrate, we made 
a calculation before a price increase last July that, since 
the elimination of governmental price controls, the cost of 
pig iron and scrap had increased 65%, whereas the average 
price of principal product groups consuming these materials 
had advanced but 19%.” 

“We have been doing everything possible to offset the 
forces which are constantly boosting our break-even point. 
These things include replacement of obsolete equipment, 
new labor-saving equipment, rearrangement of equipment, 
study and improvement of methods, installation of incen- 
tive rates to improve labor efficiency, more extensive use 
of cost control techniques, better employee morale, more 
selective selling of profit items, engineering study of loss 
items and general attention to overhead reduction.” 

“In our business I believe that our greatest concern is 
in replenishing raw materials, both coal and ore, in view 
of the rapid rate at which they have been consumed dur- 
ing the past ten years. Our second biggest problem is in 
replacing coke ovens, heating furnaces, boilers and other 
heavy equipment. In all of these cases the depletion and 
depreciation charges represent only a small percentage of 
the actual cost of replacing the capacity which has been 
mined out or worn out. The wear and tear on our equip- 
ment over a ten-year period of full operations has been 


something almost beyond comprehension. We have no 
exact information on break-even point. While we have 
been operating at full capacity for virtually ten years, we 
are frankly alarmed at the impact of lesser operations and 
corollary price adjustments downward which have been 
the American custom of stimulating business. The present 
rigidity of wages may preclude downward adjustment of 
wages and material costs in time to prevent serious losses 
and further business decline.” 


METAL MANUFACTURES 
Air-conditioning Equipment: Profits Will Be Lower 


“Undoubtedly, the year 1948 has been a most profitable 
one for us—as is the case for most business concerns. While 
our volume has shown some slight slipping from the level 
of 1947, higher selling prices and a rigid control of expenses 
gave us a record profit—the best since the war either before 
or after income tax allowances. However, we are con- 
vinced that the downturn in profits is at hand and that 
the next year or so will see a decline owing to further 
curtailment in volume as our markets become saturated and 
increases continue in material and labor costs. Of course, 
business profits have been high this past year. Corporate 
profits, however, have risen no more since the war than 
for other types of business concerns. Indeed the percent- 
age of total business earnings in the United States now 
shared by corporations is as low or lower than the ten-year 
average.” 

“Our current year’s operations will show us approximately 
6%, after taxes. This is lower than our general average of 
forty years, which is approximately 7.5%. It is accounted 
for largely by the excess costs in material variation due to 
the chaotic condition of the times. We frankly don’t look 
for very much improvement next year.” 

“The prospects in 1949 certainly are not very favorable. 
Business must expect substantially lower profits because of 
increased taxes, probable lower volume, and lower margins 
owing to the pressure on prices resulting from a return to 
competitive selling conditions. Until the security market 
attains a more normal pattern, business will find it difficult 
indeed to meet working capital requirements to say nothing 
of putting something by for the inevitable rainy day.” 


Automotive Equipment: 

Return 

“Our basic policy on prices since V-J day has been to 
keep our price increases to a minimum. As a result of this 
effort to do our bit toward stemming the tide of inflation, 
we find ourselves with a price structure about 42% above 
1941, paying wages about 110% above 1941 and buying 
materials which have risen 75% or 80%. It is not surpris- 
ing that our profits measured in terms of percentage to 
sales have fallen off as compared to a good prewar year. 
Industry should not apologize for making fair profits, but 
must certainly do everything possible to explain the func- 
tion of profits to its employees and neighbors. We are at- 
tempting to do this in our monthly letters to employees’ 
homes.” 

“Our earnings for the past year have been reasonably 
satisfactory, and as far as we can see at this time the first 
half of this year should be comparable with last year.” 


Big Demand Assures Fair 
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“We have seen numerous evidences of a softening, yet 
the basic demand continues strong, and we cannot reduce 
our forward orders on suppliers. If we did, and our pres- 
ent orders remain firm, we would be unable to deliver. 
Consequently, we have to continue to operate on the basis 
of current releases until such time as our customers actually 
reduce their orders to us.” 


“Our break-even point is approximately 60% of maxi- 
mum production. This, however, is only half the story. 
This 60% volume is approximately 120% of our prewar 
normal production. This means that, although we have a 
relatively good position in regard to a maximum capacity, 
we are basing it on a level of operation well in excess of 
prewar volume. A drop to prewar production levels would 
be well below our break-even point.” 


“It is very difficult to determine the break-even point 
in a business as varied as ours where we manufacture many 
different items in the asbestos and rubber field. For 1949 
we believe that sales and prices will definitely show a de- 
cline and our profit will decrease also.” 


Communication Equipment: Retaining Larger Portion 
of Earnings 


“We still aim at 10% before taxes on sales and we still 
fail to realize our aim. In a manufacturing business such 
as this with comparatively slow turnover in some of our 
lines, we need a profit of 10% before taxes in order to 
produce a reasonable return for our stockholders and for 
the investors upon whom we must rely for increased capital 
if the business is to continue to grow.” 


“We would say that the percentage of capacity on normal 
working conditions would run between 75% and 80% for 
our break-even position.” 


“Another factor of prime importance in the discussion 
of profits is the value of the dollar, with particular refer- 
ence to its bearing on plant investment. There are two 
factors to be considered in this respect. First, depreciation 
accruals based on original cost of old plants are not pro- 
viding sufficient funds for replacement at present costs. 
Secondly, the excess costs of today may not represent 
sound capital value a few years hence. For the present we 
are not departing from the standard and long-established 
practice of accruing depreciation on the basis of original 
cost but are recognizing these problems by retention in 
the business of a larger than usual portion of the earnings.” 


Electrical Machinery: Break-even Trend Continues Up 


“It is difficult to estimate capacity in our business. At 
present, our capacity is limited by available skilled man 
power and we must operate at approximately 67% of 
capacity to break even. The recent trend in our break- 
even point has been upward, as in most industries, but no 
one factor is responsible for this situation. The more im- 
portant are the following: 


“J. A narrower profit margin in some lines owing to 
the inability of prices, particularly in long-term contracts, 
to keep pace with increased costs. 

“2. Higher fixed costs due to higher costs of machin- 


ery (and hence depreciation) and salaries and wages of 
key personnel included in standby expenses.” 


“There are so many unknown factors for the year 1949 
that forecasting is very difficult and uncertain. There un- 
doubtedly will be decreases in the volume of many lines of 
electrical products, while other lines well supported by a 
backlog of unfilled orders should hold pretty closely to the 
1948 volume.” 


“We feel that we should have a fair profit on our sales 
dollar. As volume increases, we reduce our profit. We pass 
this along to the purchaser and hope that it will attract 
more business from our customers or give us a larger share 
of the available market. We also take the long view of 
profits knowing that nothing will attract competition like 
an abnormal profit and we would rather have a low profit 
margin and little competition rather than a long profit and 
many present or potential competitors. Our fixed expenses 
have increased because of new and expanded benefits given 
to employees on group accident and health insurance and 
extended vacations for employees with more than fifteen 
years service. In addition to this, we have been subjected 
to new gross receipts taxes both in our own county and 
in several counties in which we do business outside the 
state.” 


“We are in an industry with a very high rate of ob- 
solescence and a fairly strong upward growth trend. We 
need new capital both for putting our present scale of op- 
erations on a comfortable financial basis and to provide for 
future expansion. Although we have not changed our ac- 
counting, we recognize that, because of high replacement 
costs, we need additional capital to maintain our present 
plant and equipment. We have therefore been retaining 
earnings and selling new stock. Obviously, our profit has 
to be high enough to attract the capital we need from the 
sale of stock.” 


“In our particular case a moderate drop in sales should 
not have a serious effect. We have, up to now, been pro- 
ducing somewhat beyond our normal capacity. At a little 
lower level, savings are expected in some excess costs due 
to subcontracting, material shortages, etc.” 


“With the percentage of profits lower, and machinery and 
building costs higher, relative increases in plants and fa- 
cilities cannot be made without outside financing or by re- 
taining a greater percentage of profits in the business than 
was formerly thought equitable. As regards our profit 
policy, we feel that our net profit after taxes should be 
higher than it is at present and believe it should not be 
lower than the 1937 rate. Enough profits should be left in 
a business to allow the industry to expand with the normal 
increase of our population. This amount should be the 
basis of present-day costs and depreciation rates should 
be doubled over normal rates that are now used. In our 
opinion a fair amount of dividends to stockholders would 
be 50% of the profit earned.” 


Electrical Supplies: Some Decline in Orders Noted 


“At present we maintain full operations with earnings 
after taxes of between 2% and 3% of sales. It is our 
opinion that the present volume will continue in the near 
future.” 

“Qur percentage of capacity, in order to break even, is 
about 80%. This is true of a lot of other people in our 
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type business where we have very large investments in ma- 
chinery and equipment. This is a higher percentage of 
capacity than we have ever had need of before for a break- 
even point.” 

“T think many firms have already found that the upward 
trend which followed V-J day has been dissipated as the 
channels have become filled—particularly of items which 
are sold to the consumer trade. In fact, our experience has 
indicated that the large demand for certain items which 
prevailed through 1946 ended in the spring of 1947.” 

“Export markets, which accounted for a substantial por- 
tion of our business in 1946 and also in 1947, have to a 
large extent dried up due to the shortage of dollar ex- 
change. There seems to be very little immediate pros- 
pect of this situation changing very rapidly, since dollars 
are still very scarce in practically all of the South American, 
European and Asiatic countries. In fact, it is hard to find a 
country where the trade conditions permit continued 
purchases.” 

“During the past four months we have noticed a de- 
cline in orders booked. We now realize that the business 
we get during 1949 will not be handed to us on a silver 
platter, as has been true during the past seven or eight 
years.” 


Engines and Turbines: Profit Dollar Is Postwar Dollar 


“A level of operations which we once would have con- 
sidered quite satisfactory we must now recognize as our 
break-even point. We know that this break-even point 
has steadily advanced and is appreciably higher than pre- 
war. Since some of these costs have tended to take on a 
more inflexible character, we are faced with a definite prob- 
lem in attempting to reduce the break-even point. Labor 
cost is becoming a larger and larger element of the total 
cost of any product of this capital goods nature, and under 
today’s condition we must consider that it is becoming less 
flexible in character. To us, therefore, the possibilities of 
reducing the break-even point seem to lie in a better con- 
trol of overhead plus some radical changes in production 
techniques which will not only increase output but will 
tend to reduce very materially the labor content.” 


“This whole question of corporate profits should be ag- 
gressively defended by management in contrast to a de- 
fensive attitude. The corporation profit dollar is about 
the only one that is still compared with a prewar profit 
dollar as if this dollar were worth the same. Obviously the 
same adjustment that is generally made to the dollar figures 
for wages, farm prices, cost of living, etc., should be applied 
to the corporation profit dollar.” 

“I will not presume to say what industry generally 
should consider in developing a profit policy, but I do feel 
in our own individual case that unless we develop our profit 
policy to yield a proper percentage of net profit after taxes 
sufficient to pay our stockholders a reasonable dividend and 
have enough left to plow back for expansion or replace- 
ments, that it is only a matter of time before we would 
start going backwards.” 


Hardware: Seeks Means To Reduce Costs 


“Returns are comparatively small in contrast to large 
increases in costs of labor and materials. Labor is 41% 


and materials 34% of total costs before income taxes. Ap- 
parently relief must come from reduced material costs and 
at least stable cost of labor.” 

“One of the most effective means of reducing costs that 
we have found is to give out more information concerning 
them to people who can do something about them. Since 
our foremen have more cost information, they are much 
more cost conscious and the same applies to our office 
supervisors. Too often this information is regarded as 
secret. We find that getting it out to people who can take 
action results in such action being taken to achieve lower 
costs.” 

“Our profit position has been enhanced over the prewar 
years by the introduction of new products, improved ma- 
chinery and tooling and a substantially increased volume. 
The increases we have made in selling prices on our prewar 
products are substantially lower than the average increases 
that have been made nationwide. The increased amount 
of total profits has enabled us to buy new equipment and 
pay reasonable dividends and also to make plans for fur- 
ther improvements and advancements.” 


“Our sales have fallen off very materially because com- 
petition is developing and the postwar demand has been 
very largely satisfied. There will probably be a consider- 
able lull until we get a new period of normal demand again. 
At the present time, with a much greater mark-up in 
effect than before the war, our break-even point is approxi- 
mately 55% of capacity. The term capacity here is con- 
sidered as being full operation on one shift.” 


Heating and Plumbing Equipment: Needs To Reinvest 


“Seemingly the forgotten man is the stockholder and I 
believe he is entitled to a purchasing power parity which 
he does not receive. When this parity has been attained 
by dividends and the corporation has cared for needed 
expansion, improvements, etc., it may be time to discuss 
what to do about over generous profits.” 

“In a specialized capital goods industry such as ours, 
which is subject to rather violent fluctuations in respect 
to demand, where competition is keen and in which a 
very considerable period of time elapses between the re- 
ceipt of an order and its completion, it is impossible to 
force sales through quantity production and public appeal. 
We have to strive for profits better than 7% net in good 
times and reinvest a considerable portion of them in the 
business in order that we may come through poor times 
without too much loss in our financial strength.” 


Industrial Machinery—General: Inventories Up 


“Notwithstanding that our postwar profits have been 
much less on each sales dollar than before the war, our 
current earnings, owing to the present large volume of 
business, are considerably larger. A realistic appraisal 
of our present profits must take into account that they 
attach to an abnormally high volume of business, which 
can hardly be expected to continue. They are also partly 
the result of inventory profits which arise from the infla- 
tionary price trend and which will be nonexistent when that 
trend changes. Moreover, business is dealing with a de- 
preciated dollar which will buy less labor, fewer buildings. 
less equipment, and less inventory.” 
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A desirable profit policy is one that provides for fair 
and equitable treatment of customers, employees and stock- 
holders. The customer is entitled to value for his money, 
the employee to good wages, and the stockholder to a fair 
rate on his investment.” 


“A year ago we were in a fairly comfortable cash position. 
Meanwhile, our inventories have increased 25%, a large part 
of which is owing to price and labor increases, and our 
receivables are up 100%. We found it necessary, in the 
interest of operating efficiency—not expansion—to reinvest 
in plant facilities an amount that was more than our income 
after taxes. This has been going on for the three years 
since the war’s end. We have a feeling that the increase 
in inventories, which is much greater than our book in- 
come after taxes, will be difficult to realize as history and 
experience prove that large and high-priced inventories 
are seldom liquidated except at a loss. So the question in 
our minds is what and where are profits. We are inclined 
to think that the only true profit is that amount which 
can safely be paid out in dividends with due regard to all 
present conditions and future probabilities of plant re- 
placements, either on account of depreciation or obsoles- 
cence. Theoretically, plant expansion should probably be 
financed by additional capital; but it is becoming increas- 
ingly more difficult to do, so that it, too, must come out of 
earnings until such time as venture capital has more in- 
centive for investment.” 


“For some months there has been developing a rather 
competitive buyers’ market which we believe will shorten 
our margins materially. Our operating forecast for 1949 
contemplates a reduction of approximately 15% in ship- 
ments and 40% in earnings as compared with 1948. Based 
on this forecast, we will have difficulty building a reserve 
for future expansion. Most of 1949 earnings will be re- 
quired to maintain our present dividend rate for share- 
holders and to replace present facilities.” 

“With costs rising steadily, one of our chief concerns 
has been to improve efficiency in both plant and office. 
Our machine tools are under exhaustive scrutiny, and we 
have set up a schedule of replacement to be paid for out 
of current earnings.” 

“Earnings for 1948 will be approximately 20% less than 
last year and will be approximately 15% of the total bill- 
ings before taxes. Both production and profits will be 
somewhat lower in 1949.” 


Industrial Machinery—Specialized: Hit Hard by High 

Wages 

“The present high break-even point is a cause of worry 
to most executives. The test is yet to come whether the 
present high wage rates will prove inflexible in a major 
depression. If they do, there may be many business casu- 
alties in unforeseen areas.” 

“Our prices have not advanced percentagewise as much 
as our costs. Straight-time hourly earnings, for example. 
have increased about 138% over those in 1940. What we 
pay for compensation in our kind of business takes between 
forty and fifty cents of our sales dollar. The impact of this 
great increase in wages on our earnings is heavier than in 
many industries.” 


“The only thoughts we can record at this time on profit 


policy is that all industries should follow the good American 
practice, when they can, of large volume and low margin— 
the money to be made on rapid turnover. To our minds, 
this is the only way to run a business.” 

“Our earnings were slightly under the position we aimed 
for, but considerably better than in the previous year 
when our price increases lagged much too far behind in- 
creased cost of labor and material.” 


Machine Tools: Hidden Costs a Danger 


“We are constantly striving to reduce our costs, mostly 
by replacing older machines with new and faster ones. 
There is hardly any other way to do it at the present time 
with increasing wage demands, etc.” 

“Budgetwise, our earnings for 1948, before and after 
taxes, fell off considerably. Our sales volume is down and 
our cost of operations is up. Inasmuch as we are dis- 
tributors, our gross profits are pegged.” 

“Tf it is not possible to reflect depreciation in a larger 
amount, then profits should be large enough to allow cor- 
porations to set aside reserves for replacement of property 
and facilities worn out during the year. A higher depre- 
ciation allowance would enable management to more nearly 
reflect the true earnings of a company.” 


“Our earnings for 1948 are over our previous year, but 
our net, after taxes and all charges, will undoubtedly be a 
little lower in actual percentages.” 


“Our current earnings position, both before and after 
taxes, reached an all-time high in 1948. Even if reduced 
to the prewar dollar size, these profits would still be good.” 


“Our ratio of orders received to estimates is about half 
that of our prewar experience. We do not know the answer 
to this, but it may be that present-day prices deter manu- 
facturers from buying machine tools even though these 
prices are not up as much percentagewise as most of the 
materials which they have to buy and other items of cost.” 


“Proposals to customers and incoming orders are both 
on a rising trend, indicating a continuance of profitable 
operations for the next several months at least. On account 
of loss experiences for the first two postwar years and a 
relatively small profit last year, the stockholders have re- 
ceived no dividends since 1945. When the present trend 
is an established fact, undoubtedly some action will be 
taken to resume.” 


“Many companies are eating up their working capital 
without realizing it. In our judgment, there are three 
sources of danger: 


1. Underdepreciation of Plant and Equipment 

More and more companies are recognizing this problem, 
and are adding, where possible, appropriate extra sums 
to surplus to compensate for it. 


2. Illusory Inventory Profit. 

This is no problem for those who have adopted LIFO. 
But to those of us whose inventories are too complicated 
for this system, inventory profits can be very treacherous 
and misleading. Managements must guard against milk- 
ing their companies by failing to recognize that these 
profits are really fictitious. 
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3. Shrinking purchasing power of intangibles 
This includes cash, bonds, and receivables. This is an- 
other danger which frequently is not recognized. 

“T list these three in an effort to show that the old yard- 
sticks for profits are no longer reliable. We must not be 
deluded into thinking that today’s reported profits are 
actually profits. Hidden costs, as enumerated above, must 
be recognized or we may find ourselves in dire financial 
straits in spite of successive years of apparent profits. The 
figures handed us at the end of the year no longer tell 
us whether we have moved forward or slipped backward. 
It may be several years before we know where we stand. 
Such are the effects of an inflationary period.” 


Office Equipment: Demand Leveling Off 

“Eighty per cent of our net profits for the year 1948 
have been plowed back into the business, either in the 
form of additional inventory, accounts receivable, repairs 
on buildings, increased machinery, or similar matters that 
require additional capital.” 

“While competition should police profits—as it is sup- 
posed to do with everything else in our economy as long 
as it’s really free—it does not always work, particularly 
in a period of inflation. If we are to maintain our system 
of social economy in this country, there are times when 
management is called upon to exercise a great measure of 
restraint in the matter of profit. Generally speaking, this 
has not been done during the past year, and I think we are 
going to have to suffer a bit for it.” 

“The prospects of our company for 1949 appear good, 
but from all indications not so good as 1948. This is ow- 
ing in part to a natural leveling off, following the after- 
war demand, creeping increases in material and labor costs, 
the threat of increased corporation taxes, and other reasons 
which are common to all business.” 

“Although we anticipate the sales volume in 1949 to be 
about equal that in 1948, it is quite likely that profits, be- 
fore and after taxes, will be lower. Reasons are: 

“1. Higher selling costs due to increased competition. 
“Q,. Higher administrative expense due to increased work 
connected with instalment sales, collection effort and 
smaller units of sales. 
“3. Higher development and experimental expenses. 
“4, Some increases in wage rates. 
“5. Possible reduction of selling prices of some models 
to meet competition. 
It is expected that manufacturing costs will be somewhat 
lower, which will, in part, offset these increases in expenses.” 

“Our company views 1949 with optimism, even though 
the backlog of orders which existed a year ago is prac- 
tically eliminated.” 


Railroad Equipment: Profits in Line for Cyclical 

Business 

“Our business is a cyclical one historically and, this being 
so, we do not feel that the profit margins we have experi- 
enced in the relatively good years we have just been 
through are at all out of line. In fact, they are rather on 
the low side considering the depreciated purchasing power 
of present-day dollars.” 


“Tn the past, wide fluctuations have occurred in the 


buying of new cars by railroads. There is a trend toward 
more building of cars in railroad shops at a constant rate. 
There is also an attempt by car builders to produce a 
standard car to be sold from stock. Such efforts should 
help to level off the fluctuations that have occurred in the 
past. If large fluctuations continue, our only answer to 
protect profits is to install as much equipment as is prac- 
ticable with the thought of reducing the labor factor in our 
costs.” 

“Industry, in developing a profit policy, should consider 
the fact that stockholders depending upon dividends are 
faced with higher costs just as are persons dependent upon 
wages or salaries, and that higher costs of replacing the 
facilities used in producing the goods to be priced must 
be covered.” 

“The break-even point over recent years has been get- 
ting higher, owing to higher fixed expenses or, as some call 
them, ‘reluctant variables.’ Depreciation, local taxes, sala- 
ries and general expenses such as legal auditing, traveling, 
etc., are higher, and the margin per cent on sales after vari- 
able expense is lower.” 


OTHER MANUFACTURES 


Apparel: Price Resistance Develops 

“Tt will be necessary to replace some of our equipment as 
well as spend considerable sums for building and machinery 
repairs. We will have to retain a good portion of earnings, 
especially the cost of replacement, which is greater today 
than it was a few years ago. With the increased cost of 
raw materials and with labor rates at an all-time high, it 
is necessary for us to conserve our working capital in order 
to continue to operate.” 


“High prices in the industry have created price resistance 
and have developed large surpluses of both popularly priced 
products and unwanted fabrics. This has led to industry 
clearance sales which will undoubtedly continue until the 
surpluses are absorbed.” 

“There is no evidence that present prices of labor and 
materials will decline.” 


Chemicals: Larger Sales Expected 


“Our current earnings position is much improved, 
whether comparisons are made with last year’s perform- 
ance or with immediate prewar or postwar years. Earn- 
ings before taxes in 1949 will at least equal and probably 
exceed the 1948 results. Higher corporate income taxes 
would of course result in a less favorable comparison on a 
net basis.” 

“Profits as a percentage of sales have dropped and our 
break-even point in relation to current sales has risen. 
Our cash position clearly shows the inadequacy of our 
profits which are not keeping pace with the additional 
working capital requirements arising from inflation and 
the need to replace worn-out equipment at inflated costs.” 

“Our business is seasonal. Normally, we have larger 
sales and earnings in the spring six months than in the 
autumn six months. Allowing for the variance, we are 
planning for the highest sales in our history this spring, 
but for only a small increase in earnings. This reflects the 
effect of rising costs, particularly selling expenses. No in- 
crease in selling prices is contemplated, but prices of several 
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of our products were increased in September, 1948. This 
was the only postwar adjustment in our main line.” 

“Our earning position both before and after taxes is 
quite favorable, in both instances being higher in 1948 than 
in any year since the war. Moderate price increases, but 
especially larger sales in the more profitable items, account 
for this satisfactory result. On the other hand, the pur- 
chasing value of our profits has declined, both for the 
company and its stockholders.” 

“The outlook for the chemical industry is moderately 
good. I foresee a decline in earnings before taxes of per- 
haps 10% to 15% through decreased sales. Prices of raw 
materials and finished products are not expected to increase 
in the first quarter of the year. This may be followed by 
a minor price decline which will affect both the buying and 
selling sides of the chemical industry.” 

“Even if the dollar volume of profits and dividends may 
look high when it gets into the printed news, the fact re- 
mains that the corporation must maintain the sales per- 
centage of business profits if it is to continue to exist. The 
dollar volume of profit represents a buying power for re- 
placement and improvements, etc., which is no greater 
than the lower dollar profits of several years ago.” 

“We are placing greater emphasis on plant investment 
and replacement designed to reduce cost.” 


Floor Coverings: Difficulty in Controlling Costs 


“Most of the members of the industry have greatly in- 
creased their weaving capacity over prewar years, with 
the result that the backlog of unfilled orders is being rapidly 
reduced. With this increased production, a sharp break in 
consumer demand could, within a short time, play havoc 
with the industry. This could be counteracted only by a 
close watch of inventories that could be moved.” 

“In this industry, from 70% to 80% of costs are repre- 
sented by material and labor. The costs of these two items 
are governed more or less by sources outside the control 
of the manufacturer. Many of the items, including taxes, 
depreciation, and repairs, also fall under this classification, 
leaving a very small proportion of the remaining costs 
which can be controlled. What savings can be made are, 
in terms of percentage of the sales dollar, very small.” 

“We are constantly attempting to reduce costs by greater 
efficiency so that we may offset the steady increases in labor 
and raw material prices.” 


Food: Profit Margins Narrowing 


“The profits in our industry for the current year have 
been subnormal.” 

“Our net profit for 1948, after all charges, was satisfactory 
in volume but not in percentage of sales or invested capital. 
It took entirely too much financing to realize the amount of 
profit we made to enable us to pay out more than a 
small fraction of it in dividends. Our dividend rate on 
the common stock was cut approximately in half from 1947 
for this reason.” 

“Tn striving to retain a fixed consumer price, the question 
of a declining profit margin poses the reduction of advertis- 
ing or the promotion of a higher price unit of sale. We are 
loathe to follow the latter course and are hopeful that 


our sales volume will be maintained against the time when 
we enjoy lower material costs.” 

“The conclusion is that these higher profits are less in 
terms of real profits. A decline in the profit level from last 
year and the year before would make the situation much 
worse unless we see a general price decline. Under those 
circumstances the value of profits would be more nearly 
what they were in the prewar years.” 


“Our profits last year were not sufficient to pay for the 
facilities and equipment we need. Our profit was cer- 
tainly not enough to provide the extra money it takes 
to pay the prevailing higher prices for the meat and live- 
stock we must have on hand in order to keep the business 
operating to capacity. Instead, we have had to draw upon 
past savings. This is obviously a procedure which cannot 
continue indefinitely.” 


Leather and Products: Must Trim Expenses 


“In the past year, we have conducted three cost reduc- 
tion campaigns in order to maintain the sale price of our 
products. We are now contemplating a fourth cost reduc- 
tion campaign, and you can well realize that all the fringes 
have already been removed. As a result, we must now 
cut until it hurts to hold our sale prices.” 

“Our problems are probably increased by the necessity 
of maintaining quality merchandise which the trade ex- 
pects from us. Any lessening of quality could have very 
serious effects on the business as a whole. Labor costs are 
reasonably static; however, we expect that an additional 
demand may be made upon us at the end of this season 
which we must combat to the utmost extent. This would 
mean that savings in cost must be made largely in over- 
head and selling expenses.” 

“Unless sales dip more than 10% as compared with 
a year ago (which we do not now anticipate) profits 
should continue to be satisfactory. If we should take a 
pessimistic view of conditions facing us we undoubtedly 
would be prepared for a squeeze in profits.” 

“Stockholders have been treated fairly, in our opinion, 
in view of the fact that their dividends have been in- 
creased at least in line with the rate of increase in the 
cost of living.” 


Lumber and Products: Demand Still Up 

“There will be need for everything we can supply, so 
our business should be good. However, uncertainties aris- 
ing from acts of the government and the fiction of pros- 
perity that has obtained for so long a period make it diffi- 
cult to predict what is ahead.” 


Paper and Products: Risk Capital Grows Scarce 


“Our profits for 1948 will show a decline of more than 
30% from 1947, primarily because of increased costs.” 

“We are not very optimistic this year as to profits be- 
cause of the prospect of higher taxes and higher costs and 
with a possibility of a lowering of our selling prices.” 

“Based on our capital expenditures in the last four years, 
current earnings, after dividends, represent only 25% of 
essential capital expenditures. It was necessary for us 
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to increase capital stock by 331/3% to finance necessary 
capital outlay.” 

“The rise in the general price level of our economy in 
the last few years makes it necessary to increase invest- 
ments in raw materials, receivables, capital assets and 
cash. Instead of an increase in the rate of return on in- 
vested capital to offset the decline in the value of the dollar 
we have encountered a decline in the rate of return, mak- 
ing stockholders less willing to supply new capital to sup- 
plement inadequate earnings.” 

“Our profits are not exorbitant either in relation to sales 
or to net worth. Considering the value of the dollar, the 
amount of profit is not the material factor; it is what the 
dollars will buy which is controlling. Profits have had to 
be satisfactory, because venture capital under present tax 
laws is not obtainable, and expansion programs have had 
to be financed to a great extent from earnings.” 

“Current earnings are only 50% of prewar earnings 
when computed as a percentage of the sales dollar. A 
higher price level and increased volume have tended to 
offset this percentage decrease, and dollar profits are about 
equal to prewar profits. This is inadequate when considered 
in relation to the larger investment in the business, the 
greater risks taken, and the increased physical volume with 
the resultant wear and tear on equipment.” 


“Earnings for our 1948 fiscal year were less as a per cent 
of net sales than in 1947 even though our volume of sales 


was greater. Our 1949 budget indicates a continuance of 
this trend.” 


“In our mill we are striving constantly to increase the 
efficiency of our direct labor, and, through the use of ratios, 
to limit the amount of indirect labor. Unless we maintain 
the proper relationship between direct and indirect labor 
at the current high level of operation, our problem will 
be doubly difficult if operation at a lower level of capacity 
becomes necessary.” 


“This business needs to spend money on its plants, some 
of which are nearly obsolete. This would call for substan- 
tial amounts in addition to the depreciation provision. In 
common with all other business enterprises, our depreci- 
ation provision does not give us sufficient funds for re- 
placements and renewals at the present level of costs.” 


Rubber and Products: No Leeway for Cost Reduction 


“While our current earnings position in dollars is the 
largest that our company has experienced, these earnings 
are a smaller percentage of sales than those of 1947.” 


“We are at the present time watching our inventories, 
and are in the process of going through our overhead costs 
to see what can be done about both fixed and variable items.” 


“We have definitely entered a buyers’ market. Compe- 
tition is keener, profits are declining.” 


“There has been much consideration of the higher cost 
of living as it affects wage earners, but apparently many 
people fail to realize that stockholders also are being paid 
with fifty-cent dollars, and that unless corporations can op- 
erate on a basis so as to increase dividends somewhat in 
proportion to increases in wages, the investor or stock- 
holder is being unjustly dealt with.” 


“The high cost of raw material and labor has made it im- 
possible to have any leeway in reducing our costs to come 
into line with the prices demanded by our customers.” 


Woolens and Worsteds: A Buyers’ Market Once More 


“The present position of the industry is that the price 
of wool is the highest in history but no demand of any con- 
sequence for the finished cloth. The price factor does not 
seem to be of any great consequence, although a few sales 
can be made at very low prices and no profit. There is an 
inclination for this situation to change, but it is a rather slow 
movement.” 


“We are once more in a buyers’ market, with competitive 
conditions which have substantially narrowed the margin 
of profit. The turn came in the last quarter of 1948, and 
conditions are progressively worse in the first quarter of 
this year. While there will be some curtailment of oper- 
erations, most mills will continue to maintain fairly full 
operations with a reduced margin of profit.” 

“The inflation which has occurred in this country—with 
a fifty-cent dollar and the high cost of business living— 
makes it important that industry continue to operate at 
a profit sufficient to provide for the replacement of its 
equipment and the additional working capital needed to 
finance the higher cost of its product. At the same time, 
it must provide its stockholders with a return more in 
line with the present purchasing power of the dollar.” 


Other Textiles: Taxes Pose Continuing Problems 


“Our earnings for 1948, both before and after taxes, are 
definitely below those of the preceding year, although the 
decline is not very great.” 

“The only barometer of profits with any meaning is the 
consumer dollar.” 


“The profit objective of course has to include the taxes 
on that profit. To the addition of costs, which is designed to 
cover the desired reasonable profit, must be added whatever 
tax will result, in order for the business to wind up with 
the net return it ought to have.” 


“The proper profit policy for industry must be to secure 
a gross profit level that will provide for replacement of 
the physical units needed to carry on the undertaking and 
net profits that will maintain the investors’ interest in the 
private enterprise system.” 
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